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Corruption in Belgium 



«di.u 



High-profile trial could 
shake the political elite 
Page6 
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Management courses 
How ‘whispering’ to horses 
improves your people skills 
Page 18 




Skymark 
Japan’s first no : MIJs 
airline takes off 
Companies, Page IS 


.. . v 


fT-IT Review 

For big IT companies, 
it's research or die 

Separate section 


Business and the Euro 



Tomorrow's FT launches a weekly page 
examining the impact of the new European 
currency, the Euro, on business and finance. 


WORLD NEWS _ 

Sinn Fein pledges 
to make violence 
‘thing of the past’ 

Gerry Adams, president of Sinn 
F&in, the IRA's political wing; 
offered an olive branch to North- 
ern Ireland unionists, committing 
his party to making violence “a 
thing of the past". Page 8 

Belgian poHtfcal system on trial 
A former Mato secretary-general 
and the head of one of France’s 
biggest defence groups go on 
trial in Brussels In a corruption 
case whose revelations could 
undermine the Belgian political 
establishment. Page 6 

France tries Istemfc militants 
The trial of nearly 140 suspected 
Islamic militants accused of aid- 
ing insurgents in Algeria opened 
in France. 

Cyprus ‘confederation' rejected 
The Cypriot and Greek govern- 
ments rejected a proposal by 
Rauf Denktas, the Turkish Cyp- 
riot leader, that the island's 
Greek and Turkish communities 
solve their differences by forming 
a confederation. Page 6 

SI bn Bi aid for Bangladesh 
The European Union approved 
$1 bn in aid for the victims of 
flooding in Bangladesh. More 
than 550 people have been 
killed, and some 25 mfifion dis- 
placed by the floods. 

Angola closer to resulting war 
Angola lurched closer to a full 
resumption of civil war by exclu- 
ding the former rebel movement 
Unita from parliament and gov- 
ernment in Luanda. Page 6 

Microsoft accused of intimidation 
The US government broadened 
its legal attack on Microsoft by 
accusing the world's largest soft- 
ware company of trying to intimi- 
date sector giants to protect its 
monopoly. Page 12; US govern- 
ment broadens attack, Page 7 

Deals to make ttw world safer* 
The US announced two arms 
control agreements with Russia 
that it claimed would make for a 
safer world. Page 3 

Mexico City police shake-up 
Mexico City's new police chief 
has announced plans to reorgan- 
ise the force in a policy shake-up 
intended to tacJde the crime 
wave plaguing the city. Page 7 

Vietnam iflsskient freed 
Vietnam's best-known dissident, 
Doan Viet Boat, serving 15 years 
for publishing pro-democracy 
newsletters, was freed from 
Hanoi Ffrison and flown to Bang- 
kok. US Officials have accepted 
him for resettlement. 

Philippines president prevails 
Joseph “Erap" Estrada, new 
president of the Philippines, 
appears to have won a fight for 
control over the country’s indus- 
trial development at Subic Bay, 
former US military base, 

Page 4 

Former Financial Times editor efies 
Sr Gordon Newton, editor of the 
Financial Times for 22 years until 
1972, died on Monday at the age 
of 90. One of the architects of 
today’s FT. he transformed It into 
a world-ranking economic and 
poftticaJ newspaper and was one 
of the outstanding figures of 
financial and economic journal- 
ism in the post-war era. Page 8 


BUSINESS NEWS 


Malaysia pulls 
ringgit out of 
currency markets 

Mahathir Mohamad, the 
Malaysian prime minister, 
imposed currency controls to 
take the ringgit out of interna- 
tional financial markets. He also 
announced restrictions on 
currency holdings in an attempt 
to regain authority over his 
economy. Page 12; Ecfitorial 
Comment, Page 11 

Canal Plus, the French media 
group, said four top Italian 
soccer teams had awarded 
exclusive broadcasting rights to 
TelepiO, its 90 per cent-owned 
Italian subsidiary. Page 16 

Banque Bruxefles Lambert, 
Belgium's third-largest bank, 
announced a 15 per cent 
increase in first-half net profits 
despite an Increase in write- 
downs and provisions. Page 16 

Spain’s mobile telephone market 
enabled the Telefonica group to 
maintain high profit growth in the 
first half, with a 16.2 per cent rise 
in consolidated net earnings to 
Pta98.11bn ($640m). Page 13 

Volkswagen confirmed Its 
ambition to expand into the 
heavy truck business but pulled 
back from earlier statements that 
it intended to do so by buying a 
leading manufacturer. Page 16 

Daimler-Benz’s once loss-making 
commercial vehicles division is 
set to meet the group target of a 
12 per cent return on capital 
employed this year for the first 
time. Page 13 

Ericsson, the Swedish telecoms 
group, has cut business ties with 
Burma because of threats of a 
consumer boycott by US 
activists hostile towards the 
ruCng military junta Page 16 

IBM is thought to have received 
up to 12 expressions of interest 
from telephone companies keen 
to buy its $4bn international data 
network. Rage 13 

Hoechst of Germany suffered a 
further setback to its restructur- 
ing efforts with the announce- 
ment that a joint venture with 
Mobil had foundered. Page 13 

Soutficorp, the Australian wine, 
appliance and packaging group, 
pasted record profits on strong 
demand for its wine in Europe 
and North America Page 15 

Mayr-MeWtof Karton, the Austrian 
group which is Europe's biggest 
cart onboard maker. Is seeking a 
buyer for its waste paper 
recycling business. Page 16 

IS manufacturing slowed in 
August for the third month as the 
Asian economic crisis continued 
to hit exports. Page 7 

KPN, the privatised Dutch 
telecoms group, achieved a 
record increase in first-half 
volumes. Page 16 

Romania is trying to renegotiate 
the terms of a S1.5bn deal with 
Bell Helicopter of the US. Page 4 

World Equity Markets 

The btest tnmds and cbtBfriHn more .. 
than 50 naBonal markets at a stance - 
Pass 31 
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BARCLAYS TAKES A $41 9m CHARGE AS INTERNATIONAL BANKS COUNT THE COST OF EXPOSURE TO RUSSIA 


Markets hit by further turbulence 


By our i nte rn a tional and 
financial staff 


World stock markets suffered 
another turbulent session, as 
Monday's big fell on Wall Street 
was followed by a very volatile 
start to US trading. 

Turbulence in Russia's markets 
also took its toll on inte rnational 
banks. Barclays, the UK h ank , 
said tt had written down its expo- 
sure to Russia to 10 per cent of 
its dollar value,- resulting in a 
£250m (S419m) pre-tax charge. 

European and Asian stock mar- 
kets mostly finished lower, as a 
new month brought no respite to 
bourses that have fallen substan- 
tially since mid- July. Zurich, 
Frankfurt and Madrid have all 
lost more than 20 per cent since 
their peak, the conventional defi- 
nition of a bear market 

But concerns that Monday’s 
512-point fall in the Dow Jones 
Industrial Average, which wiped 
out all the US market’s gains for 
the year, might prompt a global 
rout proved unjustified. 

There were signs that some 
investors were selling bonds to 
move back into the equity mar- 
ket at depressed prices. The 30- 
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year US Treasury bond fell more 
than a point in early trading and 
European bonds were also 
weaker. 

With the exception of south 
east Asia, where the introduction 
of capital controls in Malaysia 
damaged sentiment, equity losses 
were modest by recent standards. 
Tokyo gained nearly 2 per cent 
helped by a stronger yen. 

However, Barclays was one of 


several banks yesterday to 
announce Russia-related losses or 
hint at adjustments to provisions. 

Nomura Securities, Japan's 
largest broker, said its joint UK 
and US operations had incurred 
losses of $350m on holdings of 
Russian government bonds as of 
August 3L 

Martin Taylor, chief executive, 
said Barclays' charge reflected 
the deterioration of the outlook 


for Russia in recent days, “if we 
bad been making these provi- 
sions last week, we would have 
been much lower than £250m." he 
said. “From [last] Wednesday to 
today [Tuesday], it has changed 
another doom." 

Bankers Trust of the US said it 
had made a pre-tax trading loss 
of about S350m so far in the third 
quarter. The loss was "primarily 
attributable" to charges to cut 
exposure to Russian securities to 
15 per cent of face value. As of 
Monday, its remaining exposure 
In Russia was $S50m. 

In Germany, Dresdner Bank 
said it was reconsidering esti- 
mates of its exposure to Russia, 
and Deutsche Bank said it might 
raise its risk provisions, which 
stand at about 50 per cent, 
depending on market develop- 
ments. So far, Deutsche has said 
it has DM1 35b n ($767m) In loans 
linke d to Russia that were not 
guaranteed by state agencies. 

Credit Suisse First Boston, one 
of the banks most heavily 
exposed to Russia, was one of the 
first to make a statement. It is 
likely to give an updated figure 
when it reports first-half results 
next week. 


Barclays’ net securities trading 
exposure to Russia was £340m. It 
is valuing all Russian exposure 
at 30 per cent of its rouble value 
but assuming a dollar exchange 
rate of RbsiS, compared with 
Rbs6 before last month's devalua- 
tion. 

Barclays said its Barclays Capi- 
tal subsidiary had lost another 
£75m pre-tax in July and August 
in other markets because of the 
knock-on effects of the Russian 
turmoil. 

Most investors were transfixed 
by yesterday's Wall Street gyra- 
tions, where the Dow reversed 
directions several times in earl)’ 
trading, alternating between a 
loss of more than 100 points and 
a gain of over 200. 

In London, the FTSE 100 index 
fell 80.3 to 5,169.1, more than 
1,000 points below its all-time 
high of July 20. But the Paris 
market fell only 0.2 per cent, and 
In Frankfurt, the Xetra Dax 
index rebounded to gain 0.9 per 
cent on the day. 

Reporting by Philip Coggan and 
Clay Harris in London, John 
Anthers and William Lewis in 
New York and Graham Bowley in 
Frankfurt 


Clinton insists on 
Moscow action plan 
before renewed aid 


By Stephen Fbfler and John ThoraMH 
in Moscow 


President Bill Clinton said 
yesterday Russia's financial cri- 
sis should not deflect the country 
from moving towards a free mar- 
ket economy. But he was told by 
Russian officials the current tur- 
moil could .lead to greater state 
Involvement in the economy. 

On the first day of Mr Clinton's 
two-day visit to Moscow. US offi- 
cials maria plain to the Russian 
government that Washington’s 
backing for more international 
financing for Russia would not he 
forthcoming until a plan of 
action had emerged. 

However, the political stand-off 
between Russia’s president and 
parliament, which is preventing 
the formation of a new govern- 
ment, grew still sharper yester- 
day. President Boris Yeltsin 
stepped up the pressure on MPs 
to approve Victor Chernomyrdin 
as prime minister in spite of 


mounting opposition. “I insist 
that Chernomyrdin be confirmed 
as prime minister as soon as pos- 
sible," he said. “Every day that is 
wasted means millions and 
millions in losses." 

Gennady Zyuganov, leader of 
the Communist party, the biggest 
parliamentary faction, said his 
members would never back Mr 
Chernomyrdin’s -return to gov- 
ernment. Mr Chernomyrdin’s 
nomination as prime minister 
was rejected by parliament this 
week. He can be resubmitted 
twice before elections are called. 

Meanwhile Mr Chernomyrdin 
said yesterday he had decided to 
pay all Russia's foreign debts due 
in September, news agencies 
reported. 

Mr Clinton had a 60-minute 
meeting with Mr Yeltsin, raising 
issues such as Kosovo, Iran and 
Iraq before a working lunch to 
discuss the economy. Mr Yeltsin, 
the subject of repeated rumours 
of ill-health, was described by 



Bods YelMi greets BUB Ctinton sa US Se cre tary* of State Ma del ei ne Aferigtit looks on yesterday 


Reuters 


Strobe Talbott, deputy US secre- 
tary of state, as “vigorous, very 
much engaged ... on top of an 
extremely difficult situation”. 

Mr Clinton also had a 35- 
minute discussion with Mr Cher- 
nomyrdin in tho car from the air- 
port. Mr Chernomyrdin, after tell- 
ing MPs this week Russia stood 
on the brink of political and 'eco- 
nomic breakdown, set about 


forming ins cabinet, arguing the 
country could not afford delays. 

Mr Clinton, In a speech at the 
Moscow University of Interna- 
tional Relations, outlined what 
he said were lessons of Interna- 
tiona] experience for Russia as it 
faced its financial crisis. In tough 
times, governments needed sta- 
ble revenues to pay bills. "That 
requires derisive action to ensure 


that everybody pays their fair 
share of taxes. Printing money* to 
pay the bills and bail out the 
banks does not help.” 

Meanwhile, ’Vladimir Petrov, 
Russia's acting first deputy 
finance minister, was arrested 
yesterday under suspicion of tak- 
ing bribes. 

Observer, Page 11 


Boeing sacks chief of 
civil aircraft division 


By Mchael SfeapWcBr, 
Aerospace Correspondent 


Boeing of the US has dismissed 
Ron Woodard as head of its com- 
mercial aircraft division after 
months of production difficulties. 
He has been replaced by Alan 
Mulally, head of the group's 
defence division. 

The sacking of Mr Woodard, 55, 
follows repeated rumours that he 
would pay the price for the pro- 
duction difficulties, which last 
year helped to posh Boeing into a 
Si 78m net loss, its first for 50 
years. 

Boeing has, over the past few 
months, frequently denied 
rumours that Mr Woodard and 
Phil Condi t, chairman, were 
leaving. 

On Monday, however, Boeing's 
board decided Mr Woodard 
should be replaced. Yesterday he 
was still talking to Boeing about 
whether he should move to 
another post or leave the group, 
where be has worked for 32 
years. 

The board is believed to have 
acted following previously 
undisclosed cost over-runs, total- 
ling hundreds of millions of 
dollars, at the Boeing factory in 
Wichita. Kansas, where it makes 
parts for its single-aisle aircraft. 

Boeing said yesterday that it 
was sticking by Mr Condlt’s fore- 
cast that net earnings this year 
would be about $lbn. 

Staff at Boeing, who could not 
recall a previous high-level sack- 
ing, were stunned by the news of 


Mr Woodard’s departure from his 
post 

Mr Condit said Mr Mulally's 
stewardship of the defence divi- 
sion since Boeing took over 
McDonnell Douglas last year 
made him a better candidate to 
run the civil aircraft division. Mr 
Mulally, 53, also haw long experi- 
ence in Boeing's commercial divi- 
sion. 

Mr Condit said: "We have expe- 
rienced unsatisfactory financial 
performance with our commer- 
cial airplane operations. Our 
expectations are that commercial 
airplane operations produce sig- 
nificant, double-digit operating 
margins. We concluded there 
must be significant changes in 
the composition of the manage- 
ment team." 

He said Mr Mulally’s success in 
reorganising the defence division 
had been "outstanding”. Mr 
Mulally was expected to "bring a 
level of intensity and focus to 
commercial airplane, operations 
that will achieve the results our 
employees, customers and share- 
holders want”. 

While Mr Woodard and Mr 
Mulally are both Boeing veter- 
ans, their management styles are 
markedly different Mr Woodard 
is fam ed for his plain speaking, 
and the youthful-looking Mr 
Mulally is tactful and diplomatic. 
Mr Mulally, an aeronautical engi- 
neer. has received a leadership 
award from the Bay Scouts of 
America. 
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MARKETS IN TURMOIL ~ 


GLOBALISATION THE BIG AMERICAN COMPANIES THAT BENEFITED FROM THE BOOM OF THE 1990S ARE THE ONES WORST HIT BY THE CURRENT UPHEAVALS 


Global companies see their world turned upside down 


By Kcftard Waters and 
John Authets tn New York 
and Paid Taylor in London 

A small band of global 
companies has prospered 
from the so-called New Era 
thinking that has captivated 
Wall Street for much of the 
1990s. Now. with the stock 
market in disarray, it is 
those companies that have 
been worst hit 

The investment philoso- 
phy behind the bull market 
has rested heavily on the 

S J 0GK JL PTI0NS 

Blow to 

executive 

pay 

packets 

By Richard Toraktas In New 
York and Jonathan Fort 
hi London 

Top executives of some of 
the world's biggest corpora- 
tions have suffered paper 
losses running into millions 
of dollars a head as a result 
of the recent stock price 
declines. 

The executives are out of 
pocket because of the fall in 
value of their stock options, 
which allow them to buy 
shares in the company at a 
set price in the future. 

The losses are particularly 
high in the US. where many 
chief executives have been 
taking a high proportion of 
their remuneration in the 
form of stock options than in 
pay and bonuses. 

William Mercer, an 
employee benefit consul- 
tancy, says that last year, 
138 out of 350 large US corpo- 
rations gave their chief exec- 
utives stock option “mega- 
grants" with a face value of 
more than three times their 
pay and bonus. 

Examples of those hit 
hardest by the recent stock 
price declines include Jill 
Barad, chairman and chief 
executive of Mattel, the toy- 
maker, and George Fisher, 
chairman and chief execu- 
tive of Eastman Kodak, the 
photo Imaging company, 
both of whom have suffered 
paper losses exceeding 520m. 

Many executives have 
seen the value of their 
options foil “under water", 
or below the exercise price - 
a phenomenon that could 
trigger controversy over 
whether they should be 
repriced. 

Some companies say repri- 
cing is necessary to retain 
top talent but shareholder 
activists strongly oppose 
that because it extends an 
advantage not available to 
other shareholders. 

Senior UK executives have 
fared better because or the 
Long Term Incentive Plan 
tL-Tip). a remuneration 
scheme that has progres- 
sively replaced share options 
since its introduction in 
1993. Three quarters of com- 
panies in the FTSE 100 index 
operate L-Tips. 

Unlike share options, 
L-Tips do not involve any 
payment by the executive. 
Instead, awards of free 
shares arc made annually, 
the variable being the size of 
the grant, which depends on 
the company having met cer- 
tain performance targets. 

These are generally mea- 
sured relative to a compa- 
ny’s peer group or fellow 
index constituents, further 
insulating the executive 
from adverse market move- 
ments. 
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belief that a period of sus- 
tained growth and ever-ris- 
ing productivity would be 
ushered in by the revolution 
in Information technology 
and the triumph of free mar- 
ket capitalism around the 
world. 

The stocks that benefited 
most from this view were 
companies such as Coca- 
Cola, which has come to 
symbolise the globalisation 
of American business, and 
the twin technology giants 
of Microsoft and Intel. They 


are also the ones that have 
now suffered the most, “We 
have see the upside of glo- 
balisation for the last seven 
years - now we are seeing 
the downside," said Jeffrey 
Applegate, equity strategist 
at Lehman Brothers. 

By early afternoon yester- 
day, Coca-Cola had lost more 
than a quarter of its value 
compared with the peak it 
hit last month, more than 
the overall loss of the Dow 
Jones Industrial Average of 
which it is a part. Both 


Microsoft and Intel were 
down about a fifth. 

These well-managed, large- 
capitaUsatton global compa- 
nies had until recently been 
imtn«irw» from a weakening 
In stock prices more gener- 
ally. 

Small companies have 
been pummelled for some 
time: the Russell 2,000. the 
most widely followed index 
of small stocks, hit its peak 
as early as April and has 
since fallen by 30 per cent 

Multinationals had been 


held out as immune from 
such declines, thanks to 
their global reach and the 
rapid growth and supposedly 
secure profit gains that 
seemed to Justify a premium 
stock market rating. 

Companies which have 
used their high stock market 
valuations to fuel acquisi- 
tions have also fallen back. 
Travelers, the financial ser- 
vices group in the midst of a 
planned merger with Citi- 
corp, has seen its stock price 
plunge by more than 40 per 


cent from the peak: World- 
Com, which is on the brink 
of completing an acquisition 
of MCI Communications, has 
lost nearly SO per cent 

Among particular stock 
market sectors, meanwhile, 
it has been technology and 
financial services - the two 
biggest engines behind the 
earlier run-up in stock prices 
- that have suffered the 
worst losses. 

The fall in tech stocks, 
particularly those in the 
internet sector, have 


prompted some investors 
and analysts to question 
whether the “internet bub- 
ble" has finally burst. 
Among the biggest price 
declines have been seen- in 
internet “portal site" stocks 
such as Yahoo, the most vis- 
ited site on the web. Excite, 
the second most visited site, 
Netscape, which helped 
launched the internet stock 
boom, and Amazon.com, the 
internet book retailer. 

Most internet stocks fell 
by between 20 and 30 per 


cent on Monday and contin- 
ued to slip in early trading 
yesterday, a 

Bank stocks, had already 
been foiling heavily for six 
weeks. Since peaking on 
July 14, the Philadelphia 
Stock Exchange/Keefo Bruy, 
ette & Woods bank index has 
dropped more than 31 per 
cent. 

More than half of the fall 
came before last week, when 
banks started, announcing 
their losses as a result of the 
Russian crisis. 



SOVEREIGN BORROWERS ALTERNATIVE LENDERS WILL BE NEEDED 


Reuters 


An investor gazes at share prices at the Tokyo Stock Exchange y e s ter da y. The Nikkei average dosed higher on the day 

NEW LISTINGS INJJIAL PUBLIC OFFERINGj^LANS POSTPONED IN GERMANY ANDUS 

IPOs waiting on calmer times 


By Vincent Boland in London 
and Graham Bowley 
hi Frankfurt 

The sharp stock market 
correction brought on by 
Russia’s financial collapse is 
bad news for companies 
looking to gain a stock mar- 
ket listing, and good news 
for those that want to buy 
back their shares. 

Several US companies and 
one German group planning 
initial public offerings (IPOs) 
have postponed the deals to 
await calmer markets. It is a 
tread that has become 
increasingly evident in 
recent weeks, and some 
observers say the US IPO 
market, the most active in 
the world, may soon slow 
down sharply. 

But there is evidence that 
more companies are plan- 


ning to buy back their 
shares, a move that often 
boosts a stock's perfor- 
mance. At least four small 
US companies yesterday said 
they had approved buy-back 
schemes, claiming their 
share prices were underval- 
ued at current levels. 

Investment bankers were 
yesterday insisting it was 
too early to say whether any 
of the big-ticket IPOs due in 
the second half of the year 
would be affected by the 
stock market correction. But 
they agreed that price expec- 
tations by sellers - including 
governments in the middle 
of privatisation programmes 
1 - would need to be substan- 
tially revised downwards. 

“A lot of these [privatisa- 
tion] deals need to be done 
for fiscal or strategic pur- 
poses. and they are still on 


track even If governments 
do not raise as much money 
as they had hoped." said the 
head of equity capital mar- 
kets at a London-based bank. 

Germany's new stock 
exchange for high technol- 
ogy companies, the Neuer 
Markt, became the latest 
casualty of the turbulence 
yesterday when a company 
delayed its IPO. Morphosys, 
a Munich-based biotech com- 
pany became the first group 
on the exchange to postpone 
its public offering because of 
the volatility. Several other 
new companies plan to 
launch shares on the Neuer 
Markt in coming weeks. 

The year’s most eagerly 
awaited IPO is of Goldman 
Sachs, the US investment 
bank. Shares of Investment 
banks have taken a severe 
battering in the current 


RUSSIAN BONDS JAPANESE BROKER HIT 


$350m losses 
for Nomura 


WaU Street shock to the system? 


>. • 
. •• 


Dow dgnes MusfabL 


By Gffiten Tett in Tokyo 

Nomura Securities. Japan's 
largest broker, yesterday 
said its joint UK and US 
operations had incurred 
combined losses of $350m on 
their holdings of Russian 
government bonds at the 
end of August. 

The loss is equivalent to 
almost half of the YldZbn 
(S72Sra) consolidated pre-tax 
profits that the brokerage 
reported in the 1997 fiscal 
year. 

It highlights the degree to 
which the political and 
financial turmoil In Russia 
has inflicted damage on a 
circle of international banks. 

Nomura yesterday denied 
that the loss would have any 
“material" impact on its 
financial standing. It pointed 
out that shareholders’ equity 
totalled about Yl.SOObn or 
$13.5bn at the end of March. 
Nomura's share price yester- 
day dosed at Yl.359. com- 
pared with Y1370 on March 
31. 

“Nomura -and its subsid- 
iaries are extremely well 
capitalised and the situation 
in Russia will not have any 
material Impact on the 


group's ability to support its 
activities,” it said. 

Nomura is the largest and 
healthiest of the Japanese 
brokers, and is considered 
better placed to absorb the 
blow than most of its rivals. 
However, analysts yesterday 
said the scale of other banks’ 
exposure remained unclear. 

Dalwa and Nikko, Japan's 
second and third largest bro- 
kers, have not yet indicated 
their exposure. However, a 
Nikko spokesman yesterday- 
said the exposure was “con- 
siderably smaller than 
Nomura's”. 

Japanese banks’ potential 
losses are believed to be rela- 
tively small compared with 
the damage they have suf- 
fered in south-east Asia in 
recent months. 

Japanese bank lending to 
Russia totalled S9S5m at the 
end of last year, according to 
data from the Bank for Inter- 
nationa] Settlements. Bank 
of Tokyo-Mi tsublshi had the 
largest proportion of this, 
with about 3260m in unin- 
sured, non-guaranteed expo- 
sure to Russia. However, 
this represents Just 0.09 per 
cent of the bank's total loan 
portfolio. 
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‘Tap turned off for 
emerging markets 


downturn because of their 
Russian exposure. However, 
analysts in New York said it 
was “far too early to say" 
what impact the crisis would 
haVe on Goldman's plans: 
the listing is not due until 
November. 

Some of the biggest Euro- 
pean deals in the second half 
of 1398 are of telecoms priva- 
tisations - TPSA of Maud, 
Swisscom of Switzerland and 
OTE of Greece. 

European institutions 
remain flush with liquidity, 
however, and a "flight to 
quality” in the IPO market 
appears more likely than 
their wholesale rejection. 
But as one banker noted: 
?Tbe DPO market thrives on 
stability and confidence. The 
whole market environment 
Is not conducive to new 
issues at th* moment" 


By Edward Luce. 

Capital Markets Editor 

Emerging market govern- 
ments could be shut out of 
the international financial 
markets for the rest of the 
year and possibly for much 
longer, said economists yes- 
terday. 

The effect of the recent 
effective default by Russia 
and the market sell-off 
around the world will com- 
pel emerging markets to 
seek alternative sources of 
funding, they say. 

“The international tap has 
once again been turned off,“ 
said Peter West, chief econo- 
mist at BBV Latinvest, in 
' London yesterday. “The 
markets won't look at 
emerging market paper far a 
while. And when they do it 
will be very expensive for 
governments to raise money 
internationally-' 1 

Bankers say the countries 
worst affected will be those 
with the heaviest financing 
requirements, which include 
Thailand, Malaysia, South 
Korea, Brazil and Venezuela. 
Brazil, which has a budget 
deficit of 7 per cent of gross 
domestic product, was sin- 
gled out as one of the main 
victims of tbe credit crunch. 

“Governments everywhere 
will have to be very inven- 
tive to find the capital they 
need to plug their budget 
and current account defi- 
cits.” said Manmohan 
Kumar, a director of global 
emerging markets strategy 
at Credit Suisse First Bos- 
ton. “If the crisis continues 
they will have no choice but 
to sacrifice any economic 
growth through higher inter- 
est rates or through much 
lower spending:” 

Economists say there are a 
number of alternative 
sources of financing for 
emerging markets, TTfciurting 


their domestic bond mar- 
kets, revenues from privati- 
sation, the international 
loan markets and - in a gen- 
uine emergency - assistance 
from OECD governments. Of 
these, the most obvious Is 
the domestic bond markets- 

“Countries like Brasil can 
raise money from their 
domestic bond markets but 
it means paying much 
higher interest rates which 
will choke off economic 
growth,” said Mr West. “The 
longer markets are cut off 
from international capital, 
the further their growth 
rates will falL" 

BBV, like other finance 
houses, has cut its forecast 
of Latin America's 1999 aver- 
age growth rate from 3.5 per 
cent earlier this year to just 
1 per cent this week. 

Another alternative is to 
issue asset-backed bonds or 
'securitisations. By earmark- 
ing collateral, such as oil 
revenues or telephone 
receipts, to service the bond, 
the borrower can achieve a 
much higher credit rating 
than on a straight bond 
Issue. This could provide the 
international investor with 
sufficient comfort to return 
to emerging market paper 
once the crisis has stabilised. 

But - given the limited 
amount of collateral avail- 
able - asset-backed bonds 
are unlikely to fill more than 
a fraction of the funding gap. 

Bankers say there may be 
some scope foe governments 
to take out loans from the 
syndicated debt markets but 
at punitfvely high margins. 
With the average spread on 
JJP. Morgan's emerging mar' 
ket bond index hitting I4L38 
percentage points yesterday 
(compared to a low of just 
33 paints last October), the 
bond markets are no longer 
an option for emerging mar- 
ket borrowers. 


Turkish move to 
check outflows 

Mesut Vrfmaz, Turkish prime 
minister, has announced 
measures designed to check 
capital outflows from 
Turkey’s money markets, 
which have exceeded $2bn 
sines Russia effectively 
devalued the rouble on 
August 17, reports 
Christopher de Beilaigue 
from Ankara. 

Mr Yilmaz hopes to steady 
the markets through foe 
abolition of a 6 per cent 
withholding tax on interbank 
operations, combined with 
the repeal of a decree 
forcing banks to limit 
forward operations to 15 per 
cent of their equity capital. 
Both measures woe brought 
in in July as part of an 
anti-inflation push, 

Mr Yilmaz was prompted 
to act by growing inc&cations 
that Turkey's economy has 
not, as some predicted, 
remaned isolated from woes 
in other emerging markets. 

Although Turkey’s markets 
resisted bad news from 
Russia and Japan earlier in 
foe year, yields on 
government bonds have 
soared from 78 to 130 per 
cent since the and of July. 
The stock exchange Index 
has falen 45 per cent in six 
weeks. Since August 17, foe 
central bank has parted with 
more than $2bn in foreign 
reserves to prop up the fka. 

Analysts are divided over 
whether Mr YUmaz’s 
measures, which came into 
effect yesterday, wifi calm 
nerves in the long term. 
According to Adfl FUzvi, an 
Istanbul broken "Yilmaz did 
wail to avoid populist 
measures like postponing 
foe tax on bond revenues." 


R ETAIL INV ESTORS CONFIDENCE MAY BE W^WG.^BUT N 0 /ANIC_ 

Money seen moving out 
of equities to cash funds 


By John Anthers In Hew York 

US retail Investors, whose 
immwigB confidence in equi- 
ties is widely regarded as an 
important support for the 
bull market in recent years, 
appeared to be shifting 
money out of equities Into 
cash funds yesterday, 
although there was no evi- 
dence of panic selling: 

Several big retail fund 
management groups said 
they had seen steady switch- 
ing from equities into cash 
for most of August 

Charles Schwab, the larg- 
est US retail broker, said it 
had been exceptionally busy 
on Monday, with 140,000 
calls from investors to opera- 
tors, and 350,000 automated 
telephone calls. At any one 
time, nearly 25,000 investors 
were using its web-site 
simultaneously, roughly 
double the normal volume. 

In mutual funds, it 
reported that the "flight to 
cash out of mutual funds" 


which had been seen for sev- 
eral weeks,, was continuing. 

Fidelity Investments of 
Boston, the largest US fund 
manager, also reported 
heavy volumes of telephone 
calls from investors. It said: 
“As has been the case 
throughout the month, we 
saw investors choose to 
move money from equities to 
more conservative vehicles 
such as bonds and cash. 
However, the vast majority 
of our shareholders have 
chosen to sit still.” 

Philadelphia-based Van- 
guard. which has led mutual 
fund sales for the past two 
years, also reported heavy 
volume, although it said tele- 
phone calls remained below 
rjecord levels, tt had 
recorded- It said: “We don’t 
have final numbers, but we 
think equity funds took in a 
net Inflow on Monday." 

It added that it had taken 
net inflows erf ra*h for equity 
funds throughout last week, 
with its passive funds invest- 


ing only in the S&P 500 
index, and the total stock 
market index proving partic- 
ularly popular. 

However, suggestions by 
some arbitrageurs that 
mutual fund managers had 
had to sell equities on Mon- 
day afternoon because of 
redemptions by their inves- 
tors appear to be inaccurate. 

According to the Invest- 
ment Company Institute, the 
Washington-based trade 
association for the industry, 
an average of 5.1 per cent erf 
the assets of equity mutual 
funds was held in cash at 
the beginning of August 
This is equivalent to a total 
of $144Jbn_ 

Several market analysts 
have expressed concern in 
recent years that modem 
mutual fund systems, which 
allow instantaneous trans- 
fers in and out of money 
funds over the telephone or 
the Internet would allow 
swift panic selling in the 
event of a market downturn. 


WALL STREET A MORNING IN THE LIFE OF A TRADER 


T o market, to market, with baseball bat in band 


By Wflflam Lewis in New York 


It was a bad start to a 
difficult day for Michael 
Clark, head of US stock trad- 
ing at Credit Suisse First 
Boston, one of WaU Street’s 
leading investment banks. 

At 9am, half an hour 
before the opening of the 
market, he took a mouthful 
of banana and immediately 
spat It out. “That is a bad 


banana," be said and 
dumped it in the bto. 

For a while it looked as if 
the rotten temann would pro- 
vide an accurate guide to the 
stock market's performance 
in tbe day ahead. 

To make things worse, on 
his speaker phone Mr Clark 
was told by an analyst of 
some news about a company 
CSFB trades shares in that 
was likely to hurt its share 


price when the market 
opened. 

Grabbing the baseball bat 
he appears to keep by his 
desk at all times. Mr Clark 
lept to his feet and with his 
face scrunched up with 
angst went to swing it 

“I would like to knock that 
guy right out of this trading 
room," Mr Clark said, clearly 
sensing a hard day ahtmd 
“We are not just going to go 


back and everything will be 
OK. This will force people 
bade to fundamental invest- 
ing." 

And all this before the 
market had even started 
trading. 

After Monday's 512.61- 
polnt fall in the Dow Mr 
Clark and his team bad 
stayed to plan strategy for 
yesterday's trading session. 
Their view; the fall In the 


market had been necessary 
to reach a proper balance of 
buyers and sellers. 

By 7.15am yesterday Mr 
Clark and his team were 
back at their desks, and by 
9.15am the tension - and 
shouting - on tbe trading 
floor had reached a level 
comparable with just before 
kick-off at a soccer matrh 

By mid-morning, as the 
Dow was giving up most of 


the gains ft bad made in the 
first hour of trading, Mr 
Clark actually seemed to be 
enjoying himself. 

By 11am as the Dow 
bounced back, tbe mood in 
the trading room began turn- 
ing lighter. The shouting, 
however, did not stop. “Can 
you please let me know what 
is going onnnnnnrm, " 
screeched one trader. 

With a series of buy and 


sell trades, Mr Clark - one of 
the most respected traders 
on Wall Street - gave tfcfl 
impression of jousting with 
the market, testing the skills 
be has gained from years of 
market trading. . .. 

This is about as difficult 
it gets right now," he said. 
“You have to do a bit here 
and a bit there, get yourself 
in the market to test where 
it is going;’* 
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Two deals 
‘to make 
the world 
safer’ 

By ^Bphn Boer In Moscow 

In the midst of continuing 
crises in Moscow, the US 
announced two agreements 
with Russia that it maim^a 
would make for a safer 
world. The Clinton admiwip. 
tration is particularly anx- 
ious to demonstrate tam g i frfe 
success from the Moscow 
summit. 

The two sides agreed in 
principle to convert 50 
t onne s apiece of plutonium 
recovered from dismantl ed 
nuclear warheads into mate- 
rial unuseabl e for weapons. 
A second accord win mean 
the US and Russia 
Information on the launches 
of ballistic missiles and 
space rockets, reducing the 
danger of a faW wanting of 
attack. 

The plutonium, enough to 
make thousands of weapons, 
would cover about half of 
the declared US phitontum 
stocks. Russian stocks are 
estimated at about' 160 
tonnes. 

The two sides hope to com- 
plete the a gr ee men t, which 
follows one already In effect 
for enriched uranium, by the 
end of the year. The agree- 
ment, which will Include 
provisions for international 
monitoring, envisages the 
plutonium either foing used 
in nuclear power reactors or 
being mixed with radioactive 
waste and stared In a waste 
repository. 

Among the details to be 
worked out is how the Rus- 
sian side of the operation 
will be financed. It is hoped 
funding from other members 
of the Group of Eight Indus- 


Beijing pledges $540m to help steady the rouble 


By Jaraesjtynge a Bafng 
and John Thomha in Moscow 

China 'said yesterday it was 
pledging 5540m to help stabi- 
lise the economic turmoil in 
Russia. 

Zhu Bangzao, foreign min- 
istry spokesman* said the 
money would be dispensed 
through the International 
Monetary Fund. But it was 
not clear if the funds would 
form part of a £22.6bn IMF 
package already outlined, or 


part of a new initiat ive. 

This is the third time sinty 
the start of the Asian finan- 
cial crisis last year that Bei- 
jing has promised aid 
through toe IMF. Its pledges 
of $lbn to Thailand and 
5500m to Indonesia were 
applauded as a sign that Bei- 
jing was starting to shoulder 
some responsibility for 
regional economic stability. 

The. direct economic 
impact on China from the 
latest bout of Russia’s finan- 


cial rrigis hm been limited 
but has caused concern 

among CTiinpgp pf^rjals But 

Beijing has stuck to its 
promise not to devalue its 
own currency, the renminbi. 

In the absence of an 
approved government in 
Moscow with a clear eco- 
nomic line, Russian RwanHai 
markets continued to slide 
yesterday, as officials wran- 
gled over policy. 

Dmitry Vasiliev, head of 
the Federal Securities Com- 


mission , Russia’s market 
regulator, attacked the cen- 
tral bank’s recent policy of 
unilaterally declaring an 
official exchange rate for the 
rouble. 

“The absence of a real 
exchange rate for the rouble 
creates a catastrophic situa- 
tion." Mr Vasiliev said. “If 
you do not trade in toe cur- 
rency. people wOl panic and 
move into dollars.” 

On Monday, the central 
bank let the official rouble 


rate drop 15 per cent to &33 
to toe US dollar, it fen fur- 
ther to 10.88 yesterday. The 
average exchange rate on 
Moscow's electronic cur- 
rency exchange, mainly used 
for inter-bank trades, foil to 
11-21 yesterday. Unofficial 
prices for the US dollar have 
converged at about 10 is 
recent days. At present the 
official exchange rate is 
largely symbolic and does 
not apply to most commer- 
cial transactions. But lack of 


an organised foreign ex- 
change market is disrupting 
foreign trade transactions. 

Sergei Dubinin, head of 
the central bank, has said 
currency trading would 
resume later this week on 
the Moscow Interbank Cur- 
rency Exchange, where trad- 
ing was suspended on 
August 26. 

Peter Boone, economist at 
Brunswick Warburg, the 
Moscow-based investment 
bank, said the central bank 


should be able to hold the 
rouble at about current lev- 
els. provided it did not start 
printing money or issuing 
more credits. 

He estimated the central 
bank had provided Rhs30bn 

($2.7bn) of credits to the 
banking sector In recent 
weeks, equal to 20 per cent 
of base money, contributing 
to tbe rouble's sharp fall. 
"At that rate you get into 
very high inflation very 
quickly," he said. 



HBmy Clinton is shown rouid a Moscow dotting factory at ttw stvt of tor Russian visit yastafday Reuters 


TREA SURY BILLS MOUNTING LOSSES FOR FOREIGN INVESTORS^ 

GKO decision delayed 


By Jeremy Grant 


Foreign investors locked 
into Russia's frozen treasury 
bin (GKO) market are nurs- 
ing mounting losses as the 
political crisis in Moscow 
continues to delay the coun- 
try’s long-awaited restruct- 
uring scheme. 

Tbe plan, which forces 
local and foreign investors to 
swap short-term GKOs for 
longer-dated debt, was 
announced last month as a 
way of easing Russia’s debt 
burden. But it has been 
delayed twice, causing frus- 
tration to investors already 
resigned to sustaining huge 
losses on their portfolios. 

Bankers said yesterday 
that although the govern- 
ment released some details 
covering the timetable of the 
exchange last Friday, they 


were still waiting for final 
details of how it would work 
- contained in a so-called 
“term-sheet". 

“Losses are accumulating 
on a daily basis. The longer 
it takes, the more people go 
under and some hedge funds 
may blow up. The question 
19 whether we're getting 
close to the end," said Jer- 
ome Booth, head of markets 
research at ANZ Investment 
Bank, 

Foreign investors account 
for about $17bn of the total 
GKO market of about 5401m; 
the rest is held by Russia's 
banks and the central bank. 

Moscow has told them that 
they have three weeks in 
which to decide whether to 
convert their GKOs into new 
rouble-denominated bonds or 
a mixture of dollar and rou- 
ble paper. 


Investors want to know 
more about which exchange 
rate will be used in the 
swap. They also want to 
know whether the debt can 
be traded. Moscow has indi- 
cated that it might restrict 
trading of the rouble paper. 
Investors fear such a move 
would lock tbem Into the 
currency at a time when It Is 
fast depreciating. 

Bankers said that hedge 
funds - specialised investors 
that often take risky posi- 
tions in markets - were suf- 
fering the most and were fac- 
ing pressure to repay 
borrowings used to enter the 
GKO market 

"These people have lever- 
aged their GKO exposure up 
to two to three times by bor- 
rowing on margin to pay for 
tbem. They are really hurt- 
ing," said one banker. 


G7 REACTI0HJ READY TO ACT WHEN IT MAKES SENSE 1 


EUROPEAN CENTRAL BANK M0NETARY.P0LICY STRATEGY TO BE ANNOUNCED NEXT WEEK 


Kohl calls for patience ECB p lannin g no action yet 


trialised countries will be 
forthcoming. US officials 
said Germany, Japan .and 
France had expressed an 
Interest in the programme. 

The launch information- 
sharing agreement will, 
according to Robert Bell, 
special assistant to the presi- 
dent for national security 
affairs, extend an existing 
accord covering theatre 
nuclear weapons into the 
strategic arena 

The agreement “is espe- 
cially relevant at a time 
when Russia^ early warding 
system is under stress from 
budget difficulties, systems 
failures and the closure of 
early warning radars, on the 
soil of nations outside Rus- 
sia" Mr BeD said. 


By Peter Konnan hi Bonn 


Any special reaction of tbe 
Group of Seven industrial 
nations or the European 
Union to toe R ussian crisis 
would have to wait until 
events had clarified in 
Moscow, Helmut Kohl, Ger- 
man chancellor, said yester- 
day. 

“I’m always for such a 
meeting," he added, when 
asked about the possibility 
of a G7 summit, “but only 
when it would produce a 
result and: not simply, be; a 
show". Similarly, the Euro- 
pean Union was ready to act 
together “when It made 
sense to act”. 

There was no point raising 
expectations of financial sup- 


port in Moscow only for 
these to be dashed. Mean- 
while, the G7 and EU coun- 
tries were In constant con- 
tact with each other. 

“What could the G7 do? 
We don’t know who will be 
prime minister- in Moscow,” 
Mr Kohl went on. The EU 
was preparing a response to 
the crisis but it would be 
pointless to approach 
Moscow this week while 
President Bill Clinton was 
there. 

Ii would also be counter- 
productive for: the EU to teO 
the Duma, the Russian par- 
liament, what to do:- “It 
would do- the opposite," Mr 
Kohl «hh 

Tbe chancellor told a press 
conference that all Germany 


and other western nations 
could do at present was to 
urge Moscow not go back to 
the past: He appealed for 
patience with Russia: “You 
can’t expect that Russia's 
flnwTiHwi policy will foil into 
line with pure Harvard doc- 
trines overnight”. 

Earlier this week, Keizo 
Obuchi, Japan’s prime min- 
ister, suggested a G7 meet- 
ing to discuss the Russian 
crisis. 

Tony Blair, UK prime min- 
ister and current -chairman 
of -G7, bad phone 'conversa- 
tions on Monday with Rus- 
sia’s President Boris Yeltsin 
and other G7 leaders. An 
aide said yesterday. “We are 
willing to help, but it has to 
be tied to economic reform.” 


Dm mi - — » 

dj wungjurg kukcobd 
ki Frankfurt 


The governors of the 
European Central Bank met 
yesterday to discuss the 
international flnsnwai crisis, 
but concluded that no imme- 
diate policy action was nec- 
essary. 

The central bank gover- 
nors win hold another meet- 
ing on Friday next week, 
where they are expected to 
announce the ECB’s future 
monetary policy strategy. 
The ECB said there would be 
a news conference after next 
week’s meeting. 

AHbns Verplaetse, the Bel- 
gian central bank governor, 
said the Russian situation 
had no Impact on the ECB's 


monetary policy “at this 
point In time". 

The political sensitivity of 
yesterday’s meeting was 
underlined by toe presence 
of Rudolf Edlinger, finance 
minister of Austria, current 
holder of the European 
Union's rotating presidency, 
and Yves Thibault de Sflguy, 
the European monetary 
affairs commissioner. 

Deutsche Bank, Europe’s 
largest financial institution, 
is now considering changing 
Its forecasts for of European 
interest rates. - 

The bank’s economists 
believe it is likely that 
short-term European Interest 
rates - currently at &3 per 
cent in Germany and France 
- will remain at that level 


until the end of 1999. The 
bank is currently predicting 
short-term Interest rates ris- 
ing to 3£ per cent 

There is growing nervous- 
ness among Germany’s 
financial establishment, 
which largely ignored inter- 
national financial contagion 

until Russia's recent effec- 
tive default and toe devalua- 
tion of toe rouble. 

Peter Cornelius, a senior 
Deutsche Bank economist, 
said about 40 per cent of toe 
world economy was either in 
recession or in toe midst of 
an economic downturn - 
including the UK. 

He said: “This creates an 
exceptionally difficult situa- 
tion for toe ECB. We predict 
that world economic growth 


will be only 2 per cent, and 
there is no way that Europe 
can decouple from world eco- 
nomic developments." 

European central bankers 
still vividly remember the 
1987 stock market crash, and 
the ensuing inflationary 
monetary policies in the US 
and the UK. They are keen 
to avoid overreacting by 
keeping interest rates exces- 
sively low for too long. But 
they also know that they 
have to perform a fine balan- 
cing act since they do not 
-want to be blamed for a 
world economic downturn. 

The Bundesbank still suf- 
fers from critics who blame 
the 1967 crash on comments 
by Helmut Schleslnger. then 
its deputy president. 


KONG KONG. EASING THE BURDEN FOR THE SMALLER BANKS 


MALAYSIA MEASURES ROLL BACK YEARS OF LIBERALISATION 


Monetary authority moves on interest rates 


By Louisa Lucas hi Hong Kong 

and Peter Montagnon, Asia 
EiStor, In London 


The Hong Kong Monetary 
Authority (HKMA), the terri- 
tory's de facto central bank, 
yesterday poured more funds 
into the money markets, 
pulling down interest rates 
and easing the financing 
burden for banks.-' 

Smaller banks, which 
often lack substantial 
deposit bases and have been 
foced with overnight borrow- 
ing costs of 20 per cent and 
higher in recent days, have 
suffered the biggest squeeze 
on margins. The prime land- 
ing rate is 10 per cent 
The sharp drop in interest, 
rates, from around 16 per 
cent to around 5 per cent for 
overnight money, defied tbe 


dismal sentiment engulfing 
Hong Kong and Monday’s 
steep, fall on Wall Street. 
Fitch-IBCA, the interna- 
tional credit rating agency, 
cut its ratings of eight of the 
territory’s banks. 

These fretors combined to 
push share prices lower; The 
government, which last 
month spent an estimated 
US$i4bn buying blue chip 
stocks in a bid to thwart 
speculators, was not seen to 
be involved actively yester- 
day. The benchmark Hang 
Seng Index fell 2J2 per cent 
to 7,062.47. 

Sentiment was also sub- 
dued by Standard & Poor’s 
Hong Kong downgrading 
late on Monday, cutting its 
long-term foreign currency 
sovereign credit rating from 
A-f-toA. 


The government said yes- 
terday tbe downgrading was 
unjustified. “As & responsi- 
ble government we must 
take all necessary steps to 
protect the stability and 
integrity of our currency and 
financial markets when they 
are under speculative 
attack.” 

The government also 
alluded to Standard & Poor’s 
acknowledgement of its 
banks' high capital ratios. 
Confidence in the banking 
sector is seen as critical, and 
embryonic concerns have 
already been flagged by 
some retail depositors 
switching their savings to 
toe bigger banks. 

Fitch's downgradings, cou- 
pled with yesterday's rapid 
drop in overnight lending 
rates, underline those con- 


cerns. Fitch has cot the indi- 
vidual rating - which mea- 
sures internal financial 
strength - at six of the 
smaller banks from B to B/C. 

Despite this, the hanking 
sector has shown itself resil- 
ient in the free of the Asian 
crisis with all local banks 
remaining profitable in the 
first half of this year, David 
Carse, deputy chief execu- 
tive of the territory’s Mone- 
tary Authority said yester- 
day. “We believe the banks 
are basically safe and 
sound,” he said. “They've 
stood up to 10 months of 
extreme pressure, and they 
have toe cushion to stand up 
to further pressure to come." 

Profits had fallen by on 
average 25 to 30 per cent, 
said Mr Carse. who is 
responsible for bank supervi- 


sion, but arrears on mort- 
gages were still “tiny" at 029 
per cent of total lending 
even though residential 
property prices had fallen by 
same 50 per cent 

Mr Carse acknowledged 
that deposits were now 
barely growing — rising by 
only L6 per cent in toe first 
half. This was causing banks 
to compete for deposits in 
order to maintain their 
liquidity and loan to deposit 
ratios. 

By supplying liquidity to 
selected smaller ban ks, deal- 
ers said, tbe HKMA was 
seeking to ease the pressure 
on their margins. Dealers 
meas ur ed the HKMA’s role 
by the massive settlement 
level at noon, which was 
more than double the level 
usually seen at that time. 


GOVERNMENT INTERVENTION SIGNS OF WEARINESS WITH FREE MARKETS 


Temptations of controlling capital 


By Louise Lucas and 

nnSf MOnTByrtOO 


Malaysia’s decision to 
impose controls on 
short-term capital move- 
ments may signal a new 
twist in governments' think- 
ing about Asia's economic 
crisis. It comes as Hong 
Kong has also tried to buds 
toe trend by Intervening in 
toe local equity market 

In both cases the decisions 
signal a weariness with toe 
orthodox approach of allow- 
ing market forces to prevail 
cm every occasion. For some 
governments the attraction 
of combining capital controls 
with greater freedom over 
domestic monetary policy 
must be considerable. 

Two countries which have 
been spared the worst of the 
turbulence - China and 
India 1 - both have restric- 
tions cm the capital account 
or their balance oCpayments. 

Whether other govern- 
ments conclude that capital 
controls that protect the 


exchange rate would provide 
cover for the relax at ion of 
monetary policy remains to 
be seen. Most know they will 
need long-term inflows in 
the form of foreign direct 

investment. 

In Indonesia, for instance 
the International Monetary 
Fund continues to recom- 
mend tight money as a way 
of bolding up toe exchange 
rets in order to regain the 
confidence of long-term 
Investors. Many investors 
might look askance at the 
prospect of short-term capi- 
tal controls in a country so 
notoriously vulnerable to 
corruption. 

Malaysia’s decision is 
“raising the risk premium 
another notch for those con- 
sidering investing in Asia,” 
according to one Asia-Padflc 
strategist 

The international capital 
flows that, just two years 
ago. were lured by Asia’s 
buoyant economic growth - 
which foreign money in turn 
helped fuel - are now much 


less than they were. In 1996, 
anmuti rash flows tO Asifl- 
Pacific (excluding Japan) 
mutual funds alone totalled 
S2J96bn, according to Salo- 
mon Smith Barney. Last 


‘If s a very, very 
dark day for 
Malaysia and 
Asian equities’ . 


year that became a &211m 
outflow. This year so for the 
outflow is 5383m- 

By imposing exchange 
controls in Malaysia, 
Mahathir Mohamad, has at 
one stroke made the outlook 
still blacker, accord ing t o 
Paul Schulte, regional strate- 
gist (Asia) at S4G Barings. 
It's a very, very dark day 
for Malaysia and Asian equi- 
ties," he adds. 

Thailand, Indonesia and 
H n "g Kong still do not have 


capital controls. Thailand 
yekerday said it was unnec- 
essary for itio follow Malay- 
sia given the absence of 
speculation on the baht off- 
shore. It will, however, still 
fed the Impact of Malaysia's 
move, as win its neighbours: 
whether through, the ftnp»w* 
on tourism or, In the case of 
Singapore, through hanks 
which have exposure to the 
ringgit. 

The biggest effect could 
come from a mass drying up 
of capital inflows. Nerves 
had already been rattled by 
Hong Kong’s intervention in 
the stock market - an econ- 
omy perceived to embrace 
free market principles shor- 
ing up share prices to thwart 
speculators - and Malaysia’s 
action has caused many to 
revisit their intentions. 

“It creates more question 
marks over the intentions of 
the Hong Kong Monetary 
Authority,” says Mr Schulte. 
“We are living in a tend of 
unprecedented behaviour 
and trends." 


Mr Schulte, and others, 
believe Malaysia could have 
been encouraged by the 
HKMA’s actions. What is 
less lUcdy is that Hong Kong 
will ape Malaysia, although 
there are lingering doubts: 
the territory is not in full 
control of its markets and it 
is suffering from the high 
level of interest rates. 

The hkma itself insists its 
Intervention was merely to, 
restore stability and does not 
suggest any straying from 
the path of “positive n on-in - 
terventionism”. Instead, the 
government used its sub- 
stantial reserves to frustrate 
the speculators. 

Bu t not all see the 
HKMA’s role in quite such a 
benign light - particularly 
sot the hedge funds and big 
international investment 
banks which have been 
broking their positions. 
These investors hav e be en 
wounded in ways toe HKMA 
may not have counted on, 
and Malaysia yesterday 
rammed toe point borne. 


Mahathir 

declares 

markets 

have 

failed 

By Sheila McNufiy 
In Kuala Lumpur 


Mahathir Mohamad, the 
Malaysian prime minister, 
yesterday struck back 
against the global financial 
markets he has railed 
against for the past year. 
The measures were extraor- 
dinary even by Dr 
Mahathir’s own remarkable 
s tandar ds. 

“The free market system 
has foiled and foiled disas- 
trously," he said in a televi- 
sion interview. “The only 
way that we can manage the 
economy Is to insulate 
us . ..from speculatore”. 

The measures, which effec- 
tively poll the ringgit out of 

international circulation and 

give toe authorities absolute 
control over tbe economy, 
roll back years of liberalisa- 
tion and mark an end to Mal- 
aysia’s ambitions to become 
a regional financial centre. 

Since toe crisis began in 
July last year, toe ringgit 
has been pushed down by as 
much as 48 per cent and tbe 
benchmark stock index 
down more than 70 per cent 
from its peak. 

Rank Negara, toe central 
bank, said the package of, 
measures is .designed to 
force toe repatriation of bil- 
lions of ringgit kept offshore 
within a month, after which 
holdings outside the country 
wfll be HlegaL All trade must 
be conducted in foreign cur- 
rency, travellers may only 
enter or leave with up to 
M $1,000 (US$238) cash and 
foreigners selling shares can- 
not repatriate their funds for 
one year. 

Dr Mahathir made it clear 
that tbe economy would be 
revived, even if it meant 
revising the standards by 


' I 








Mahathir at a press conference in Kuala Lumpur yesterday wfth Ms 
slogan *Ma tayri a Boteh* - “Matayato Can* AP 


which it is measured. Malay- 
sia could change the point at 
which a loan becomes non- 
performing from three to six 
or even nine months. And It 
could revalue its companies 
according to its own stan- 
dards, not global ones. 

Dr Mahathir now has an 
unprecedented opportunity 
to address a problem at the 
heart of toe economic mal- 
aise: the banking system’s 
massive debt The authori- 
ties can loosen monetary 
policy by lowering interest 
rates without worrying that 
funds will flow offshore. 
With the repatriation of ring- 
git, banks will have enough 
fresh deposits to revive lend- 


The free market 
consistently 
blocked his 
efforts 


ing and generate growth. 

Malaysia's banks went 
into the regional financial 
crisis with a domestic credit 
to gross domestic product 
ratio of about 170 per cent, 
tbe highest in south-east 
Asia. 

Economists predict that 
close to one-third of the 
loans will go unpaid. Ranlra 
have virtually stopped 
extending credit, fearing 
they will only add to bad 
loans, and the economy has 
moved swiftly into recession. 


But not all economists 
believe that banks will 
revive lending and spur busi- 
ness growth. Analysts sus- 
pect they will convert their 
offshore deposits into foreign 
currency and stay out They 
expect smuggling will evolve 
and a trade will build 
around subverting toe rules. 

But said Neil Saks-, head 
of economic research at SG 
Securities, if it works the 
package could generate as 
much as 5 per cent growth 
next year, though it win be 
below-quality and unsustain- 
able. Malaysia hopes to get 
by until foreign investment 
returns tn the region, but Mr 
Saker said it would probably 
go to other countries first 

The prime minister said he 
took full responsibility for 
the measures, saying toe 
free market system consis- 
tently blocked his efforts. 
When Malaysia wanted to 
raise fhnds in global capital 
markets, be said, interna- 
tional rating agencies down- 
graded the country close to 
junk bond status, making 
capital too expensive. 

“As long as they can fiddle 
around ... we cannot do 
much," he said. “What we 
have done is to negate their 
ability to interfere.” 

That ironically may now 
be accelerated. Song Seng 
Wim, regional economist at 
GJK. Gob Research, said Mal- 
aysia would be stripped out 
of Asian portfolios and of 
equity indexes: “It will not 
be on anybody's radar 
screen.” 
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Ozawa hits 
at bank 
rescue plan 


By McMyo Nakairarto and 
Gfflan Ten In Tokyo 


Japan's proposal to rescue 
the Long-Term Credit Bank 
of Japan (LTCB) with an 
injection of public funds Is 
no longer a political option, 
a leading member of the opp- 
osition warned yesterday. 

Ichiro Ozawa. leader of the 
Liberal party, said the ruling 
Liberal Democratic party’s 
decision to iqject more than 
Y500bn ($3.5bn) of taxpayers' 
money to boost LTCB’s capi- 
tal base and support its 
merger with Sumitomo 
Trust was ‘‘politically impos- 
sible". 

The government has the 
legal means to force through 
its plans. JBut it faces grow- 
ing criticism of the plan and 
is under pressure - amid 
media reports that LTCB has 
transferred some of its prob- 
lem loans to paper compa- 
nies, and because of a gen- 
eral lack of transparency as 
to the exact situation at 
LTCB. "1 don't think that 
they can take a political 
decision to force through the 
rescue under those circum- 
stances." Mr Ozawa said. 

His comments highlight 
the difficulty the govern- 
ment faces in pushing 
through its plans to bail out 
LTCB. Its success could be 
critical to ensuring 
short-term stability in 
Japan's financial markets, 
which have been rocked by 
concerns over a possible col- 
lapse of LTCB and political 
deadlock over the passage of 
key financial reform hills. 

Separately, Takeshi Imal, 
head of the powerful Keidan- 
ren business group, yester- 
day appealed for an end to 
the political deadlock and 
warned that the stalemate 
risked exacerbating the eco- 
nomic downturn. 

He said it was important 
for a compromise to be ham- 
mered out before the prime 
minister, Keizo Obucbi, 
meets Bill Clinton, the US 
president, later this month. 

In nervous trading yester- 
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day, the yield on 10-year 
benchmark bonds briefly 
dipped below 1 per cent to 
touch 0.995 per cent for the 
first time anywhere, before 
rebo unding to 1.08 per cent. 
The Nikkei average, the key 
stock market indicator, fell 3 
per cent to a new 12-year low 
before recovering to close up 
1.W per cent on the day. 

Meanwhile, Fitch IBCA, a 
credit-rating agency, 
expressed concerns about 
Japan’s long-term economic 
prospects by Issuing a warn- 
ing that its AAA long-term 
foreign currency and local 
currency ratings could be 
lowered due to the deterior- 
ating health Of hanks and a 
gloomy economic outlook. 

The Liberal Democratic 
party's plan for LTCB 
involves using part of a fis- 
cal stabilisation fund ear- 
marked to recapitalise Japa- 
nese banks. 

But the opposition is, in 
principle, opposed to inject- 
ing public funds to rescue 
ailing banks. A three-party 
opposition alliance is putting 
together a bill that calls for 
abolishing the fiscal stabilis- 
ation fund. The opposition 
alliance is also opposed to 
the LDP's fiscal reform bills, 
including a proposal for a 
bridge hank to take over the 
healthy borrowers of a failed 
bank, and is presenting 
alternative proposals. 


ASIA-PACIFIC 


THREE-YEAR BATTLE BUREAUCRATIC DELAY AND AVIATION MINISTRY OBS TRUCTION BLAMED 


Tata drops plans for airline 

By Krishna Guta ai New Belli applied to the ministry of in February 19% In a joint India -to 40 per cent and 

— -- - ciril aviation for a domestic venture with Singapore Air- And a strategic partner 

India's Tata group yesterday airline," the company said, lines, following the govern- for the troubled national car- 
announced it was withdraw- "The applications were in meat's decision to open the rier. 

ing its proposal to launch a compliance with all known domestic market to private . Ina report to the finance 
domestic ailing, blaming policies and practices, competition, with foreign ministry the commission 
three years of bureaucratic Despite this the Tata propos- . shareholders holding a stake warns that if no action is 

delays and obstruction from al remained on paper due of up to 40 per cent. t a ken . Air . India could go 

the ministry of civil avia- to the inability of four sue- _ Its latest m odi fi e d proposal bankrupt within the next 
tion. The move follows an cessive governments to . -to invest Bs7bh ($l65m) was two years. It has debts worth 
earlier decision by Tata .implement their own poll- cleared by the. investment more than Four times its 
Industries to shelve plans to cies.” board In January. Following equity and a heavy Interest 

build an airport at Banga- Public opposition to the the election of a new govern- burden. Last year it made a 
lore, which also faced plan has been led by MPs ment led- by the. Bharatiya loss of Rs3£bn. 
delays. and aviation ministry Janata party (BJP), the new The commission said the 

The company denied bureaucrats who say it minis t er of aviation, A na n t h airline also needed to expand 
claims that Its decision was' would harm state-owned Kumar, has repeatedly and upgrade its small fleet - 
a ploy Hp-^ignpd to put pres- Indian Airlines. However, refused to issue a “no-ofajec- 26 aircraft wjtth an average 
sure on the government to Tata executives claim they tion certificate'’ to dear the age of metre than 12 years. 
clear its plans. “We have lost are the victims of lobbying project At present Air India is able 

our patience,” said a Tata by. Jet Airways, India's big- • India’s disuivestment to use fewer than half the 
executive. gest private airline . . commission has formally landing slobs available to it 

“It is over three years Tata Industries first advised the government to under bflateral aviation 
since Tata Industries first applied to set up an airline reduce its holding in Air agreements. 


N Korea stirs region’s worst nightmares 


Missile test was 
aimed at winning 
concessions, but has 
prompted an outcry 

N orth Korea Is known for 
its tough diplomatic 
bargaining, but its lat- 
est attempt to press the US 
to offer concessions by 
launching a medium-range 
hgiiictin witeciip over Ja pan 
could well backfire. 

The global outcry over the 
missil e test could jeopardise 
what North Korea has 
sought to achieve with its 
display of military prowess - 
more rewards for its agree- 
ment with the US in 1994 to 
freeze a suspected nuclear 
weapons .programme by 
shutting down its reactors. 

The angry reactions from 
Japan and- the US could 
instead unravel the agree- 
ment, which would plunge 
north-east Asia into a new 
nuclear crisis and raise the 
risks of full-scale war. 
“North Korea has the ten- 
dency of being tactically 
clever, but strategically stu- 
pid in its negotiations,” said 
a US official In SeouL 
Although Pyongyang has 
broadly adhered to the 
nuclear agreement's terms, 
it is complaining that Wash- 
ington. has failed to fulfil its 


side of the bargain. Promised 
deliveries of heavy oil fuel 
have been delayed, while the 
US has not eased economic 
sanctions or upgraded diplo- 
matic relations as suggested 
in the accord. 

With its economy collaps- 
ing, Pyongyang has resorted 
to hardball tactics. 

Last month, it admit ted It 
was selling mis sile technol- 
ogy abroad, believed to be 
the Middle East Playing on 
US fears of missile prolifera- 
tion. it issued an unsubtle 
message. “If the US really 
wants to prevent our missile 
export, it should lift the eco- 
nomic embargo." 

Instead, the US and Japan 
are threatening to renege on 
two key components of the 
nuclear agreement. Hours 
after the missile test, Japan 
refused to sign a cost-shar- 
ing deal to finance two light- 
water reactors, which have 
no military use. promised to 
North Korea under the 
accord. Yesterday a cabinet 
meeting in Tokyo decided to 
postpone discussions on the 
project indefinitely. Tokyo 
had earlier pledged $lbn for 
the $4.6 bn project 

The missile test has hard- 
ened opposition in the US 
Congress to the approval of 
$30m for the delivery of fuel 
oil to North Korea as an 


energy alternative to its 
mothballed reactors. Pyong- 
yang has threatened to 
restart Its nuclear' weapons 
programme if the ftzel is not 
supplied on 'schedule by 
October 21. . 

But the question remains 
whether “Washington and 
Tokyo are prepared to scrap 
the nuclear agreement at the 
risk of war? 

Tokyo is under domestic 
pressure not to yield from a 
public that already regards 
North Korea as a pariah 
state that poses the greatest 
threat to national security. 
Public shock and disbelief in 
japan have turned to anger. 

Y oshiro Mori, secretary- 
general of the ruling 
Liberal Democratic 
party said “if the firing was 
intentional, it’s quite fair to 
say a war could have broken 
out It is nothing other than 
a breach of trust” 

The missile launch has 
shown that the entire Japa- 
nese archipelago - including 
US military bases - is within 
the range of North Korea's 
more advanced missiles and 
that “Japan has no defence 
against a missile attack,” 
says Masao'Okonogi, Keio 
University professor and 
expert on Korean affairs. 
President Bill Clinton will 


have a hard time challeng- 
ing Congress on its opposi- 
tion to aid for North Korea. 

■ “We have been told: ‘Don’t 
worry, now that we’re help- 
ing them, the North Koreans 
have frozen their weapons, 
their nuclear activities',” 
complained Trent Lott, Sen- 
ate majority leader. “And 
then we find out that per- 
haps they are doing this 
underground nuclear facil- 
ity. now they fire a missile 
across Japan territory.'’ 

William Taylor, senior 
vice-president for Interna- 
tional Security Affairs at the 
Centre for Strategic and 
International Studies, said 
that the US was unlikely to 
take a tough line. “This , 
administration doesn’t have 
a due what to do concerning 
North Korea,” he said. 

Nonetheless, there were 
calk for raim elsewhere in- 
the region. South Korea, 
which Is pursuing a “sun- 
shine” policy of economic 
co-operation with North 
Korea, said It would not stop 
moves toward reconciliation. 

China, North Korea's clos- 
est ally, called on “relevant 
sides” to begin negotiations 
that would ease tensions. 

Reports by John Burton in 
Seoul, Mark Suzman in 
Washington and Michiyo 
Nakamata m Tokyo 


NEWS. DIGEST 
FEAR^F^URT^ 

Hyundai Motor workers 
reject strike deaf 

Hyundai Motor, South Korea’s largest car m ak er, yesterday 
was threatened with renewed labour unrest after, workers 
spumed a deal that ended a month-long strike last week. 
Almost two-thirds of the workforce rejected ^compromise 
agreement to sack' 277 employees instead of the nearly 
1,600 workers irdtiaDy proposed by Hyundai. The vote 
reflected pretests, that the Hyundai union tad accepted the 
principle of mass redundancies, although they were small 
In lumber. 

The Hyundai dispute, had been' considered a test case of 
the ability of companies to sack workers after recent laws 
ended lifetime employment guarantees. The reaction of 
the deal represents a setback to the government, which 
intervened to force a compromise and prevented the strike 
ending in btoodly confrontation between workers and riot 
police. 

The government was later criticised for favouring union 
demands and giving concessions that win make ft harder 
for corporate restnjcUirfng as Korea confronts its worst 
economic crisis sfaice the 1950s. John Burton, Seoul 


PHILIPPINE RULING 

Subic Bay chief removed 

Joseph “Bap" Estrada, new president of the Philippines, 
appears to have won a fight for control over the country’s 
flagship industrial development at Subic Bay, the former 
US military base. The Supreme Court of Philippines yester- 
day rejected an appeal against the controversial decision 
by Mr Estrada to sack a political foe, Richard Gordon, as 
chairman of the Subic Bay Management Authority. The 
move in effect quashed a high-profile campaign by Mr 
Gordon, who had overseen toe transformation of Subic 
Bay after the departure of the US military In 1991 , to retain 
his position. 

Mr Gordon said he would abide by the Supreme Court 
decision and discuss a smooth transition of the “functions" 
of the SBMA with Feficito Payumo, who has been 
appointed as chairman of the authority by Mr Estrada. 

Mr Estrada said he was “very glad” with the Supreme 
Court decision and hoped Subic Bay could now "return to 
normal". Tony Tassell, Manila 


INDIAN TRADE 


Devaluation boost to exports 

India said yesterday exports in July were 7.71 per oent 
.higher in dollar terms than in the same month of last year, 
suggesting the recent rupee depreciation is slowly boost- 
ing previously sluggish trade. 

The Indian rupee, which was thought by many econo- 
mists to be over-valued last year, has fallen in value by 20 
per cent since last July. Much of that drop has come in 
the wake of India's May 11 nuclear tests, with the rupee 
falling about 8 per cent since the blasts. 

The spurt in growth - India's July exports reached 
$2.98bn, compared to $2.77bn in July last year - follows 
several months of stagnant exports. The value of Indian 
exports between April and July of this year, however, feH 
3.37 per cent, to $10.6bn, from Sllbn during the same 
period last year. Amy Louise Kazmin, New Delhi 


BELL HELICOPTER AGREEMENT 

Romania in 
bid to alter 
deal terms 


By Stefan Wagstyl and 
Virginia Marsh In Buc ha rest 

Romania is trying to 
renegotiate the terms of a 
Sl^bn deal with Bell Heli- 
copter of the US to buy and 
produco military helicopters 
following strong domestic 
and international criticism. 

President Emil Constant!- 
ncscu told the Financial 
Times yesterday that the 
much delayed agreement 
remained in Romania's 
long-term strategic interest 
because it would help build 
the country's high-technol- 
ogy industry. 

“There is discussion on a 
single aspect - namely hav- 
ing a more favourable finan- 
cial arrangement for this 
contract."' he said. 

His comments come amid 
a fierce debate over the deal, 
witb Daniel Daianu, the 
finance minister, threaten- 
ing to resign if the contract 
goes ahead on present terms. 

Under the deal. Bell, a sub- 
sidiary of Textron, would 
acquire a controlling stake 
in IAR, a loss-making state- 
owned Romanian aviation 
plant, for $50m, modernise 
the works and produce 
attack helicopters for the 
Romanian military. 

Romania would buy 96 
helicopters and hope to man- 
ufacture more for export. 
General Electric of the US is 
also considering Investing in 
Turbomecanica, a Bucharest- 
based engineering works, to 
make engines for the heli- 
copters. 

Romania considers that 
bringing two large US Indus- 
trial companies into the 
country would boost flag- 
ging efforts to encourage for- 
eign investment, preserve 
jobs and help cement eco- 
nomic and military ties with 
the US. 

Bucharest last year foiled 
to secure early membership 
of Nato but still hopes to 
gaio entry early next cen- 
tury. The deal was first dis- 
cussed more than two years 


ago and a preliminary agree- 
ment signed in the spring of 
last year. 

But the contract came 
under attack last summer 
from the International Mone- 
tary Fund and the World 
Bank, which are both 
involved in talks with Buc- 
harest on new loans. 

The agencies argue the 
cash-starved government 
can ill afford the deal which, 
with Interest payments, 
would cost $2bn. The govern- 
ment responded by asking 
investment banks to re-ex- 
amine the deal's finances. 

The banks suggested a 
scheme under which the 
finance ministry would peri- 
odically issue bonds over the 
lifetime of the 20-year con- 
tract to spread the cost 

Bell thought the deal was 
secured after the cabinet 
approved this financing 
arrangement in July, but Mr 
Daianu last month launched 
a last-ditch attack which has 
since drawn support from 
some other ministers. 

The contract's opponents 
point out that with gross j 
domestic product declining 1 
last year by nearly 7 per cent 
and a forecast GDP decline ; 
of 4 per cent this year, 
Romania must cut rather 
than increase government 
spending. 

Ministers are in the midst 
of talks over emergency 
spending cuts in the 1998 
budget. However, other min- 
isters argue that the deal 
should be done if the terms 
can be renegotiated. 

Possible options include 
buying slightly fewer heli- 
copters or securing early 
export orders. 

Neculai Banea, general 
manager of the IAR plant 
near the Industrial city of 
Brasov in Transylvania, said 
in an interview the contract 
was vital to the company's 
future. As well as Investing 
in military production. Bell 
had also undertaken to 
invest S21m in the plant's 
dvil aviation business. 


WORLD TRADE 
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Ottawa faces claim over PCB waste ban 


By Scott Mention and 
Edward Alden hi Toronto 


A US company specialising 
in the clean-up of hazardous 
wastes is seeking CSIOm 
(US$6.3m) in compensation 
from the Canadian govern- 
ment over Ottawa's ban on 
the export of polychlorinated 
biphenyls (PCB) waste. 

The claim, filed under the 
investor-state arbitration 
provisions of the North 
American Free Trade Agree- 
ment (Nafta). charges that 
Canada’s 1995 ban amounted 


to an expropriation of the 
business of SD. Myers, an 
Ohio-based company. 

The case is the second in 
as many months to raise 
fears that Canada's ability to 
uphold its environmental 
laws has been curtailed by 
Nafta investment protection 
provisions. 

Nafta allows a foreign cor- 
poration to request compen- 
sation through binding arbi- 
tration if a government 
directly or Indirectly expro- 
priates the company's 
investment in that country. 


Last month Ottawa agreed 
to settle the first case 
brought by Ethyl, the US 
manufacturer of a methanol- 
based gasoline additive. 
Ethyl had claimed Ottawa's 
ban on the import of the 
additive, known as MMT, 
had resulted in a loss of 
business in Canada, and it 
sued for US$250nf in compen- 
sation. The federal govern- 
ment agreed to pay US$13m 
in compensation and 
rescinded the import ban. 

In its claim made public 
this week, SJ3. Myers alleges 


that a 1995 ban on exports of 
PCBs, a highly toxic coolant 
used in electricity transform- 
ers, prohibited it from con- 
ducting business in Canada 
and benefited its Canadian 
competitors. The company 
says the ban violated four 
Nafta articles, including pro- 
visions on national treat- 
ment, performance require- 
ments and expropriation. 

The export ban was lifted 
in early 1997, when the gov- 
ernment says it was reas- 
sured the PCBs were being 
handled safely In the US, but 


SD. Myers wants compensa- 
tion for business lost during 
those 15 months. If the two 
sides cannot negotiate a set- 
tlement by October, the com- 
pany can ask for a Nafta 
arbitration panel 
Critics of Nafta's investor- 
state arbitration provision 
say the two cases highlight 
the risks to governments 
which will soon resume 
negotiations to forge a Multi- 
lateral Agreement on Invest- 
ment (MAI), a 29-nation 
OECD- accord that would 
include similar provisions. 


Andrew Chisholm, a policy 
analyst with the Sierra Club, 
an environmental group, 
said almost any environmen- 
tal legislation could be chal- 
lenged if it were viewed as 
expropriation or denial of 
profit 

A Canadian official how- 
ever, denied that Nafta puts 
at risk the federal govern- 
ment's ability to uphold 
environmental legislation. 
The official maintained the 
Nafta measures were sound 
and did. not need further 
clarification for the MAL 



Trade tensions send southern 
Africa regional link-up reeling 

SADC has been slow to translate economic rhetoric into any 
sort of reality, report Tony Hawkins and Michael Holman 

w 


ar in the Congo is 
sending shock waves 
across southern 
Africa. And one of the casu- 
alties is an institution that 
should have helped prevent 
1L 

Nearly 18 years after its 
launch, the Southern Afri- 
can Development Commu- 
nity (SADC) is floundering, 
its leaders are at logger- 
beads, their economies are 
in difficulties, and their 
plans for regional security 
are in disarray. 

Not for the first time, the 
Community’s weaknesses 
are being exposed as Robert 
Mugabe and Nelson Mandela 
lock horns over how to 
respond to the crisis in the 
Congo. But while it is a bat- 
tle which may owe much to 
a dash of personalities, part 
of the explanation lies In* 
strained relations over trade 
issues which SADC should 
have helped resolve, 

T jnnphod in Lusaka, Zam- 
bia, in 1980, its original 
objectives were two-fold: to 
reduce trade with apartheid 
South Africa, and to coordi- 
nate donor aid. 

By 1935, Community lead- 
ers had to concede that trade 
with Pretoria had increased, 
partly because the ports and 
railways in Mozambique - 
focus of over $lbn of donor 
aid - were also the targets of 
Pretoria's destabilising war 
a gatnet its neighbours. 


The collapse of apartheid 
and the 1994 poll triumph of 
Mr Mandela paved the way 
for Pretoria's membership. It 
should have given the Com- 
munity a boost, while allow- 
ing it to take on a role as the 
region's policeman. Instead, 
resentment of “big brother" 
has soured relations and its 
peacekeeping potential has 
collapsed. 

South African dominance 
- it accounts for almost 
three-quarters of the $l27bn 
regional market - has left 
SADC with the image not so 
much of an economic union, 
as a bunch of satellite states 
clustered around a regional 
economic superpower. 

Until South Africa joined 
in 1994, trade within the 
Community represented a 
mere 2.S per cent of regional 
exports. South Africa's 
accession led to a sharp 
increase to 14.5 per cent of 
the total by 1995, the bulk of 
this being South Africa's 
exports to its SADC neigh- 
bours. with 86 per cent of 
Intra-regional Imports sup- 
plied by South Africa. 

South Africa's neighbours, 
particularly Zimbabwe and 
Zambia, criticise its trade 
and industrial policies, cit- 
ing what they see as Pre- 
toria’s reluctance to open up 
its own market while aggres- 
sively penetrating theirs. 
Between 1990 and 1997, for 
example. South Africa's 


African trade 

Share rt GDP by regtan, (1997) 


Tot* SADC W^-ragioiBlapartBta^ 
l ’iSoutt Africa" 


share of Zimbabwe's imports 
virtually doubled from 19 per 
cent to 37 per cent. 

More recently, Pretoria's 
negotiations for a free trade 
area with the European 
Union have led to fears that 
South Africa could become 
the platform for EU-based 
multinationals to take over 
SADC and East and Central 
African markets, restricting 
their economies to the pro- 
duction and export of raw 
materials. 

B ut blaming the big boy 
on the block cannot 
obscure the fact that 
SADC has been slow to 
translate the rhetoric of eco- 
nomic integration into any 
sort of reality. 

Part of the problem has 
been the divided loyalties of 
the member states. Five, 
including South Africa, 
belong to the closest-knit 
regional economic union on 
the continent the Southern 
African Customs Union 
(Sacu) of which Botswana, 
Lesotho, Namibia and Swazi- 
land are members. 

Tanzania Is a member of 
the revived .Bast African 
Co-operation group with 
Kenya and Uganda, while 
Angola, Lesotho. Malawi, 
Mauritius, Mozambique, 
Namibia. Seychelles. Swazi- 
land, Tanzania, Zambia and 
Zimbabwe belong to a rival 
economic union: the Com- 







man Market for Eastern and 
Southern Africa (Comesa). 

Arguably, the five Sacu 
states have less to gain from 
a regional trade pact 
embracing all 14 SADC 
states, and stand to benefit 
more from an EU-Soutb 
Africa free trade agreement 

Others, notably Zimbabwe 
and more recently Zambia, 
have negotiated bilateral 
trade deals with South 
Africa, while committing 
themselves to a SADC 
regional free trade protocol 
due to be phased in over an 
eight-year period. 

Forging an economic 
union among countries so 
disparate in size and at such 
different levels of economic 
development is a formidable 
enough task, worsened by 
the determination of some 
leaders, notably Zimbabwe's 
President Mugabe, to pro- 
mote SADC as a political 
entity as well as an eco- 
nomic nnlnn 

The Congo crisis threatens 
to derail econo mic recovery 
in a region where per capita 
gross domestic product has 
fallen from 1900 (at 1987 
prices) in I960 to an esti- 
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mated $725 in 1996. 

Except for South Africa, 
every country now 
embroiled in the crisis des- 
perately needs substantial 
foreign aid from the donor 
community along with loans 
from the Bretton Woods 
institutions. 

The governments of 
Angola, Namibia. Rwanda, 
Uganda and Zimbabwe know 
that their military involve- 
ment in the Congo, should it 
last beyond a few weeks, will 
seriously damage tbeir econ- 
omies while closing the door 
on foreign aid and foreign 
investment 


Zimbabwe's decision to 
send troops to a conflict not 
directly threatening its inter- 
ests could put paid to its 
hopes of raising more than 
$lbn at a donor conference 
nwtt. month to finance land 
resettlement 

Also in doubt must be the 
disbursement of the next 
tranche of its $175m IMF 
standby loan. Angola's hopes 
of raising IMF ffr>anw> have 
also been put at risk, white 
Zambia's stoned copper mine 
privatisation programme is 
another likely casualty of 8 

conflict whose conseq uence s 
will be felt for years to came. 
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The power to create value 









THE RIGHT CUT 
CREATES VALUE. 



VEBA is a German multi-business company active in electiidty, chemicals, 
oil, distribution/logistics, real-estate management and telecommunications. 
In 1997, we achieved $46 billion in sales. 

Enhancing shareholder value over the long term is our sole objective. 
At VEBA we’re continuing to improve our portfolio, giving it just the 
right cut 

This is why the VEBA Group has been realigning all its business fields this 
past year— a process which will be nearly complete in the first half of 1999. 


Kim 
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We will intensify our efforts to focus on businesses that offer prospects 
for sustainable growth. At the end of this phase, the VEBA Group will be 
more profitable than before. 

If such an outlook appeals to you, visit www.veba.com or call 1-800-8322- 
0000. Or you can fax us at +449-211-4579-532. 
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INTERNATIONAL 


Angola lurches closer to 
full resumption of war 


By Mdnlas Sbaxson . 

Angola yesterday lurched 
closer to a fill] resumption of 
civil war By excluding the 
former rebel movement 
Unita from parliament and 
government in Luanda. 

Jose Eduardo dos Santos, 
Angola’s president, flew to 
an international conference 
in Durban. South Africa, 
where he expects to meet 
Kofi Annan. United Nations 

secretary-general, and try to 

find a way to salvage Ango- 
la’s crumbling 1994 Lusaka 
peace agreement 

The suspension follows a 
Unita declaration last week 
in which it said it had 
stopped co-operating with 
Portugal. Russia and the US, 
the so-called “troika” of 
countries monitoring the 
UN-brokered accords. 

Serious fighting has con- 
tinued In the north and 
Angola's state-owned news- 
paper. Jomal de Angola, 
reported yesterday Unita 


had a+tsHrpri the north-east- 
ern itimnnwl-mlnliig town of 

Laremo. Unita now controls 
all of the northern province 
of Malange. except for three 
towns. Diplomats in Luanda 
said the newspaper report 
would, if true, mark the first 
big battle this year Inside 
the strategically vital dia- 
mond-rich Lunda Norte 
province. 

Unita still has between 
10,000 and 16X00 well moti- 
1 vated armed troops and 
since May has beat retaking 
areas it had officially banded 
over to the government 
under the terms of the 
Lusaka agreem e n t 

But the peace process is 
still alive, in theory, and offi- 
cials In T dl?«nri» raid a HCW 
war could still be avoided. 
The suspension of Unita 
from parliament is theoreti- 
cally reversible and Unita 
said in its August 24 declara- 
tion that \t was still commit- 
ted to the Lusaka accords. 
“Looking at what has been 


happening, you could say 
Lusaka has been dead for a 
long time,” one diplomat, 
said. “But in practice, we 
have not yet readied the end 
of the peace process.” 

Thousands of Angolan 
troops are fighting in Demo- 
cratic Republic of Congo 
alongside the forces of Presi- 
dent Laurent Kabila, who is 
battling a Rwandan-backed 
rebellion in the east, as 
Luanda battles to plug holes 
in a carefully constructed 
regional strategy to damp 
down on flows or supplies 
and weapons to Unita across 
its porous borders. 

This strategy has added to 
successive layers of UN 
gara-tifms against the rebel 
movement which, although 
leaky, have made it more 
espenkve for Jonas Savimbi, 
Unita’s leader, to supply his 
forced 

Mr Savimbi hopes he can 
exploit the turmoil to 
expand his supply lines, 
Although a diplomat said it 


was not yet dear exactly 
how much ha would, benefit. . 

Once hacked by the US . 
nwri South Africa during the 
cold war against the Marxist-. 
Leninist MPLA in Luanda, • 
Mr Savimbi now has. almost 
no foreign backers, except ■ 
tbfwp be can persuade to selL 
him arms In exchange for 
dutmoxtd& if the government 
holds. ;on to its main dla-~ 
Tnrmri mines, Mr Savimbi is 
not expected to mine much- 
more than flOOm worth of 
dia monds this year after 
producing about S50Qm last 
year. Current output is also 
tiny in comparison with gov- 
ernment revenues from 
750,000 b/d of oil exports. 

Despite the scattered fight- 
ing observers said they had 
not yef seen what many 
have predicted: an attack by 
the Angolan Armed Forces 
(FAA) on Mr Savimbi’ s main 
stronghold around the cen- 
tral' highlands towns of 
Andulo Bail undo. 

But when Mr dos Santos 



(j. 


"meets Mr Annan ^he Is likely" 
to ask for some form of inter- 
national to launch 

such an offensive. “The- gov- 
- eminent is very Interested in 
the Idea of a UN ultimatum,” 
said an official closely moni- 
toring the peace ^process. 
“For example, it could say 
-that IT Unita does not com- 
ply by a certain date the gov- 
ernment will be authorised 
to pursue full compliance. 
using force if necessary.” 

If this happened it -would 
almost certainly finish what 
is left of the Lusaka accords 
and prompt a withdrawal of 
the remaining 400 UN peace- 
keepers, who have already 


pulled from- forwa r d 
observation posts beqgcB^qr 
military ^insecurity; Their 
mandate expires onSeptem- 
bei- 15. A new' UN special 
representative to' Angola, 
Issa Diallo,.: arrived in 
Luanda last week to replace 
Alioune Blcndic. Beye, who 
died in an air crash in June. 

“I think the new special 
representative will at least 
be given the chance to try -to 
and get the process bark on 
track, "a diplomat in Luanda 
did “But although we have 
been watting for a malar 
attack for months' now, we 
are running out of options to 
prevent it” 


Jidespfte the threat 
[prepared 
? leaseholder. 

■ aFWateedtxgJafal, the 
fsever^igadlng 

.^yptweopmpawesi^pqwm^ ciwrwyrs fergest private 
; late stages of 

negati&to&tbe purchase (ft ffiehBfe Hotel b* Cairo, which 
is va!urti i SLB=7Qm $20ro). "the hcSsFS-dnw of several the 


programme. '. -- r--^- ,f. - .-i. . 

Cordiwa^HStardurKte slate as tirejjowernment In 
1 990 signet£a25-y ear lease with Wen a tfsteb, a UK- 

based hotiaf chain,' for the company fo operate the hoteL A 

tfeputeover toeconcffion of the hotel led to the govern- 
ment radaifeing^te property and usfag a variety of means 
to elprtiim company and Its personnel from Egypt 

Wena.te awaiting the outcome -of arb itration by the 
Wash ington-based International Centre for Settlement of 
Investment Disputes. But since the government has pur- 
sued the sale of the hotel, In the face-ofWena’s lawyers' 
legal opimon which deems the 25-year lease to sbH be 
vaM, Wenajs now preparing a case against probable 
new owners. As Several members of the consortium have 
global interests, the legal acfion is Bkely.to be taken In 
Europe ortoerUS, Nad Farargy. Wena’s manger, said yes- 
terday. Marfciitfaand, Cairo * 


CYPRUS CONFLICT 


Corruption trial puts Belgium’s 
political system in the dock 

The start today of the Agusta-Dassault court hearing has deep 
resonances for many Belgians. Neil Buckley sets the scene • 


A former Nato secretary- 
general and the head of 
one of France’s biggest 
defence groups go on. trial in 
Brussels today in a 
multi-million dollar corrup- 
tion case whose revelations 
could further undermine the 
shaky Belgian political 
establishment. 

Willy Claes, the former 
Nato chief and Belgian dep- 
uty prime minister, and 
Serge Dassault, head of Das- 
sault Aviation, are among 12 
defendants in the so-called 
Agusta-Dassault case, 
labelled the biggest corrup- 
tion trial in Belgium's 168- 
year-history. 

Alongside them are 
another former Belgian dep- 
uty premier, and two other 
former ministers, plus for- 
mer lawyers and officials of 
the Socialist parties in both 
Belgium’s French- and 
DuLch-speaking regions. 

The defendants would 
have numbered 13, but for 
the death from a heart 
attack in Rome 11 days ago 


of Raffaello Teti, former 
chief, executive of Agusta. 
the ifailtan helicopter maker. 

The p«n» centres on allega- 
tions that Dassault and 
Agusta were awarded gov- 
ernment defence co ntr acts In 
the late 1880 s in return tor 
paying bribes worth several 
mini on dollars to the two 
party wings. 

But the trial has deeper 
resonances. Many Belgians 
see the sight of several for- 
mer «»ninr politicians in the 
dock as further evidence 
that their political system is 
shot through with corrup- 
tion. 

Confidence in public insti- 
tutions is already at an 
all-time low after the mis- 
handling of a paedophile 
murder scandal over the 
past two years. This culmi- 
nated in the brief escape in 
May of the man at its centre, 
Marc Dutroux. 

The trial could produce 
further damaging revela- 
tions for the ruling Socialist- 
Christian Socialist coalition. 


as it prepares far a 
election next June. 

Already, two defendants 
claimed last weds to have 
received an offer indirectly 
from Socialist leaders that 
they would have their legal 
costs paid provided they did 
not “lay into” the party. 

“The fact that former 
party presidents, ministers, 
and a secretary-general of 
Nato are on trial will be seen 
as a symptom of the “Belgian 
illness'.” says Kris .Deshou- 
wer, professor of politics at 
the Free University of Brus- 
sels. “It will not be nice to 
watch. A lot of dirt will 
come to light” 

The sense of pe rv a si ve cor- 
ruption Is reinforced by the 
way the bribery cases were 
discovered. Investigations 
into the still unsolved shoot- 
ing of Andig Cools, another 
former Socialist deputy pre- 
mier. in 1991, turned up evi- 
dence of payments of 
BFrSlm ($l.4m) by Agusta to 
the Socialists. 

The payments were made 



TENDER NOTICE 

UK GOVERNMENT EURO 
AND ECU TREASURY BILLS 

For tender on 8 September 1998 

V The Bank o» England announces the Issue by Her Majesty* 
Treasury of euro 300 million nominal of UK Government Euro 
Treasury Bills and ECU 700 mDBon nominal of UK Government ECU 
Treasury Bills, lor tender on a bld-yteld basis on Tuesday. 

8 September 1998. An edtHanal euro 50 mOton nominal of Euro 
i be allotted directly to the Bank of England for tfw account ol 
ti. ianQQ EqueDsaOon Account 

2. Bfls to be issued by lender wil be dated 10 September 1998 
and wl. be In the Mowing maturities: 

ECU 200 mlflton of ECU BBs tor maturity an IS October 1998. 

ECU SCO mOlton ot ECU BWs ta* maturity «m *0 December 1988. 
euro 300 raUllan of Elmo BUIS for maturity on 11 Ma r ch 1999. 

3. The tenders wB be open to anyone who wishes to apply. Ml 
tenders must be made on the printed appBcatlon forma available on 
request from the Bank of England or, in the case ol the market 
makers tated h> the Euro Bift Infoimelton Memorandum end the ECU 
BIU Information Memorandum (as supplemented), by telephone. 
Completed application forms must be lodged, by hand, at the Bank of 
England. Customer Settlement Sen/Ices. Threadneedle Street. 
London not later than 10.30 e.m., London lime, on Tuesday. 

8 September 1998- Payment lor BUIs allotted will be due on 
Thursday. 10 September 1998. 

4. Each tender at each yield for each maturity must be made on a 
separate application form lor a minimum of euro 500,000 nominal or 
ECU 500,000 nominal respectively. Tenders above this minimum 
must be in multiples of euro 100,000 nominal or ECU 100.000 
nominal respectively. 

5. Tenders must be made on a yield basis (calculated on the basis 
of iho actual number of days to maturity and a year ot 360 days) 
rounded to two decimal places. Each application form must stele the 
maturity date of me Bfls ter which application I a made, the yield bid 
and the amount tendered for. 

B. Notification wHI be despatched on the day of the tender to 
applicants whose tenders have been accepted in whole or in part. 
For applicants who have requested credll of Bills In global form to 
tlrcir account with Euroclear or Cedel Bank. Bits wll be credited In the 
relovanl systems against payment. For applicants who have 
requested definitive Brils. Bills will be available for coBectkm at 
Customer Settlement Services, Bank ol England after 1.30 pm. on 
Thursday. 10 September 1998 provided cleared funds have been 
credited to the Bank of England's ECU Treasury BBs Account No 
59005S18 with Uoyds Bark PLC, Bank Relations. St George's House. 
PO Bo* 787, 6-8 Easteheap. London EC3M ILL. Definitive Euro BBs 
will be available in amounts of euro 10,000. euro 100.000, euro 
1 .000,000 and euro 10.000,000 nominal. Definitive ECU BBs wB be 
available m amounts of ECU 10,000, ECU 50,000, ECU 100,000 
ECU 500,000, ECU t, 000,000, ECU 5400,000 end ECU 10 , 000,000 
nominal- 

7. Her Majesty's Treasury reserves the right to reject any or part of 
any tender. 

8 The arrangements tor Bte tender ore set out in more detel In the 

Inlormatafi Memorandum on the UK Government Euro Treasury BE 
programme Issued by the Bank of England on behaB of Her Majesty's 
Treasury on 7 July 1998. the Informat io n Memorandum on the UK 
Government ECU Treasury Bill programme Issued by the Bank of 
England an behalf of Her Majesty's Treasury on 28 March 1989. and 
«n -suppkaropfe to the ECU Wt Information Memorandum. M tenders 
will be subject to the provisions of the Information Memoranda (as 
■aflotomented) and to the provisions of mis nance. 

9. The euro 50 mffofl of Euro Bllbte be afotted directly to the Bank 
cl England for the account of the Exchange Equalisation Account wft 
be lor maturity on 11 March 1999. These Bffls may be made 
available through safe and repurchase transactions to market makers 
«n order to facilitate settlement. 

70. Copies ot the Euro Bfl Information Memorandun and ECU Bffl 
information Memorandum [and supple monT3 to it) may be obtained 
tiom the Manager, External Debt Foreign Exchange Dnrtaon at the 
Bank ot England (telephone number 0171 6Q1 6982). UK 
Govemmccrl Euro Treasury BBs and UK Government ECU Treasury 
Buis jro issued under the Treasury Bffls Act 1877. (he National Loans 
Act 1968 and the Treasury BBs Regteatiorn 1968 as amended. 

Bank of England 
1 September 1998 


around the time Agusta 
unexpectedly won a BFrtSbn 
contract to supply 46 heli- 
copters to the Belgian army. 

Examination of the Swiss 
accounts of a Panama-regis- 
tered front company 
Involved in the Agusta pay- 
ments in turn uncovered 
gifts to the Socialists from 
Dassault. The French 
defence group won a 
BFT6.4bn contract in 1989 to 
upgrade Belgium's fleet of 
F-16 flghtgr aircraft by fit- 
ting them with Carapace 
anti-radar systems. 

The resulting scandal has 
several times burst out of 
the confines of Belgium. 

Mr Claes, Belgian econom- 
ics minister and a senior 
Flemish Socialist when the 
Agusta contract was 


awarded, was forced - to. 
resign from his Nato port' 
a fter only 13 months In 1995 
- vigorously protesting his 
innocence - as the allega- 
tions mounted against him-. . 

Hie Belgian investigation 
led to a probe of financing 
links between Agusta and 
the now-defunct Italian 
Socialist party, and the 
arrest of Roberto D’Alessan- 
dro, Mr Teti's successor as 
Agusta chief executive. 

Mr Ted. who retired to Rio 
-de Janeiro in 1989, spent 
months in a Brazilian jail 
before being extradited to 
Belgium- in 1996. .** ' 

- Corporate, gifts to Belgian 
political parties were legal 
before 1989, provided they 
were not given in return, for 
favours. The task, for the 15 


magistrates of Belgium's 
Supreme Court — which ricov 
mally bears only -appeals but 
is Judging this, case since it 
firnwraii fit, mpr ministers — 
is. therefore to determine 
whether the’ payments really 
ware bribes; and how much 
the defendants knew. - 
: All the defendants deny 
wrongdoing, and hone is 
accused of benefiting person- 
ally from the payments: 

The latter fa*-* 1 heightens 
the sense that it 4s as much 
the 1980s Belgian political 
system on trial as the indi- 
viduals themselves. -'Prof 
Deahouwer says the Socialist 
parties were smiply unlucky 
to get caught - - .v 
“It happens to be these 
two parties” on trial, he 
says. “But it was an abso- 
lutely normal system that 
firms would pay in return 
for projects In Belgium. 
There was a very thin fine 
between legal and illegal 
contributions.” 

■ _ He pririg that the law . has 
already been overhauled, 
making such payments a 
filing of the part. Corporate 
donations are outlawed, with 
political parties now puhhcly 
■funded- 

v -In that sense, he adds, 'the' 
trial really is of the Belgian 
*• political system of yesterday, 
not today. Many ordinary 
Belgians may not so clearly 
discern the difference. 


Khartoum to probe ownership 
of factory targeted by US 


By Marie Hubaud in Calm 


Sudan's government is to 
Investigate the ownership of 
a pharmaceutical factory in 
the capital which was 
destroyed in a DS missile 
attack on August 20 amid DS 
allegations that chemical 
weapons were being manu- 
factured on the site. 

Sudan has denied US gov- 
ernment claims tiqt the al- 
Shifa factory is linked to 
Osama bin Laden, the Saudi 
Arabian dissident whose 
headquarters in Afghanistan 
was attacked at the same 
time as the Khartoum strike. 
Mr bin Laden, who has 
launched a violent campaign 


to force a US military with- 
drawal from Saudi Arabia, 
lived in Khartoum until the 
government asked him to 
leave in 1996. 

Omar Hassan al -Bashir, 
Sudan's president, said yes- 
terday he had formed a com- 
mittee to establish the iden- 
tity of- the factory's owner. 
According to the Sudanese 
newspaper Al-Jumhooria, 
the committee will be 
headed by a senior judge 
with the aim of investigating 
“the ownership of al-Shifa 
pharmaceutical factory, bow 
it was set up and financed 
and how its ownership 
passed to the current own- 
ers". 


The Inquiry comes a week 
after President al-Bashir 
stated at a press conference 
that "Osama bin Laden has 
no shares in this factory". 
Sudanese officials have 
made it clear who they 
believe the owner to be, but 
remain keen to exploit the 
apparent paucity of US evi- 
dence to justify the attack by 
adopting a transparent 
approach towards the issue. 

. The government’s inquiry 
' follows what amounts to a 
refusal by the United 
Nations to send a fact-find- 
ing mission to Sudan to 
establish the truth about the 
factory's role. The US has 
been widely criticised for 


offering unconvincing evi- 
dence that the factory pro- 
duced precursors for VX 
nerve gas. Soil samples the 
US sayB were taken from the 
site before the attack are of 
uncertain quality as proof, 
independent scientists have 
concluded. 

Determined to further dent 
US credibility, a Sudanese 
delegation yesterday defied 
UN sanctions on Libya when 
it flew on a Sudan Airways 
flight direct to Tripoli at the 
invitation of Muammar 
Gadaffi. the Libyan lea d e r . 

The flight took place as 
Taha Yassin Ra ma dan, 
Iraq’s vice president, visited 
the bombed factory. - 


Confederation idea rejected 

The Qyprirtm»d3reekfiOvefrirnait8 have sharply rejected 
a proposal by. Rauf Derikias, foeTudush Cypriot leader, 
that . Greek and Turi^.oprnrnunlttes solve 

their-differentes : by coming together in a confederation 
. that recognises “the equal and sovereign status of 
CypmsVGreek and Turkish parts". 

On Monday, -Spiros Kyprianou, chairman of the Cypriot 
partiamenttfeputfeing for President Glafcos derides, 
described Mr Denktas's announcement as a way of “legal- 
ising Gyprus’a division”, which took place when the Turk- 
ish army Invaded the north of the island kV1974. Dimitri 
Reppes. a Greek govenvnent spokesman, dismissed it as 
“a play to- win legitimacy for efforts to partition Cypres”. 

Until Monday, when he announced fas proposal in the 
company of Ismail Cem, the Turkish fonBtgn-mlrrister, Mr 
Den Mas was star officially committed to the bi-oommunai 
’ federation that has been the basis tor. negotiations 
between the -two aides since 1977: - 
His change of heart is part of a strong Turkish Cypriot 
and Turkish response to the EU decision to start acces- 
sion negotiations with the Cypriot government and put 
. Turkey at the back of the queue of applicant countries. 
The Turkish Cypriots refuse to enter the EU along with the 
Greek Cypriots, unless Turkey gets in at the same time. 
Christopherde Befirtgue, Ankara 


GERMAN ECONOMY _ 

Public deficit warning 

The German Association of Private Banks (BdB) yesterday 
urged the Bonn government to bring down the country’s 
public deficit and cut state debt The call came on the eve 
of a two-day parfiamentary debate on the federal budget 

“High trudget deficitoand a rapidly rising mountain of 
debts are increasingly becoming a burden for business 
aid politics.” said Ulrich Ramm, chief economist at Com- 
merzbank and head of the BdB's committee on economic 
and fiscal poRcy. Germany's pubHc debt last year stood at 
DM2£10bn ($1 JZ48bn), or more than 60 per cent of gross 
domestic product This had forced all levels of government 
to spend more than DM1 35 bn on interest payments - 
about 16 par cent of total ta * revenues, the BdB said. 

Mr Ramm criticised plans by Theo Waigei, German 
finance minister, to maintain a public deficit until at least 
2002, when it is estimated to stand at 0.5 per cent of 
GDP. “Given growth forecasts of 2J5 per cant annually, it 
should be feasibio to achieve a balanced budget in three 
years’ time,” he added. Tobias Buck, Bonn 


Price rise boost to drugs index 


By Jenny Loesby in London 

The price rise of a single 
generic drug, Lorazepam, 
lifted the US producer price 
index fry 0.2 per cent in May 
and further boosted the 
growth in sales of prescrip- 
tion drugs in the world's 
largest drugs market 
According to figures pub- 
lished today by IMS Health, 
the healthcare information 
company, US prescription 
drug sales rose by 11 per 
cent in the year to May. The 
US drugs market has been 
expanding rapidly, driven by 
the newly legalised advertis- 
ing of branded prescription 
drugs on television and by 
the take-off of the anti- 
impotence drug, Viagra. 


However, in May. generic 
drug price rises contributed 
significantly to the 17 per 
cent rise in sales of central 
nervous system drugs. 

The price increases, which 
lifted the producer price 
index for US pharmaceuti- 
cals by 10.7 per cent com- 
pared with the previous 
month, were concentrated 
among minor tranquillisers, 
fqr which the price index 
rose by 585 per cent 

The US Labour Depart- 
ment said that a single drug 
was responsible for the rise. 

Lorazepam is an anti-anxiety 

drug produced by Mylan 
Laboratories. Since last sum- 
mer. Mylan has increased 
the prices of seven of its 
generic drugs by up to 1,000 


per cent. These price rises 
have sparked an investiga- 
tion by the Federal Trade 
Commission, which is con- 
sidering whether Mylan has 
cornered the market for the 
drugs' raw materials. 

However, Mylan has not 
been alone in pushing 
through extraordinary price 
rises on elderly, and unprof- 
itable. generic drugs. 

Other examples are a 316 
per cait increase on generic 
clorazepate produced by 
Watson, and a 99 per cent 
riae in the codeine from Dur- 
omed. IMS now predicts ”a 
substantial rise" in the US 
producer price Index for 
pharmaceuticals this year. 

Meanwhile, the govern- 
ment-mandated price cots on 


World retail pharmacy purchases . 


IZnnfato May 1988 
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PUBLIC SECTOR WAGES 


Israel -tb freeze salaries 

Benjamin Netanyahu, Israeli prime minister, yesterday said 
he Mended to freeze salaries of pariianentary deputies, 
senior civil servants and managers of state-owned compa- 
nies ahead of difficult public sector wage negotiations. 

The announcement reflects growing concern by the 
finance . ministry and the Bank of Israel that public sector 
demands by the Histadrut trade unton organisation may 
push up inflation. Nominal wage agreements have in the 
past been concluded on the basis of predictions of rela- 
tively high Inflation, often resulting in real wage increases. 
Real wages per employee rose 2.5 per cent last year. 

An inflation rate of between 4 and 5 per cent is expec- 
ted this year. Judy Dempsey, Jerusalem 


FRENCH WINE EXPORTS 


prescription drugs in Japan 
has had precisely the oppo- 
site effect According to IMS, 
the country's total prescrip- 
tion drugs market con- 
tracted by 4 per cent to the 
year to May. This has beat 
reflected in company results. 
Hoechst Marion Roussel and 
Bayer of Germany are just 
two of the pharmaceutical 
companies to have reported 
serious setbacks in their 
drug sales as a result of the 
Japanese price cots. 

In Europe, the average 
growth in the region's five 
largest markets remained' 
steady at 5 per cent 

Across the 13 largest drugs 
markets, central nervous 
system drugs reported the 
most rapid growth. 


Sales to Japan rise 

The financial crisis in Japan has failed to spofl its Inhabit- 
ants’ taste for French wines, according to first-half export 
figures bom the Federation of Wines anti Sprits Exporters, 


The organisation yesterday described as “extraordinary” 
the 83 per cent Increase, to FFi2.6bn ($43 6m) to exports 
of champagne, wines and spirits to Japan, making it the 
biggest market behind the US and the UK. The surge in 
sales to Japan helped offset a 48 per cent decline In sales 
by value to Hong Kong and a 51 per cent fall to Taiwan, 
leaving total exports to Asia ahead 6 per cent 
The total value of exports of wines and spirits rose 18 
per cent to FFt205bn, although this masked a 6 percent 
deefine in the value of shipments of spirits, mainly cognac 
and armagnac. Marie Mulligan, Paris 
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SUEZ LY0HNA1S E DES E AUX _ 

French group wins US contract 

Suez Lyormaise des Eaux. the French utilities group, has 
added Atlanta, Georgia, to Its US presence with a contract 
to collect mid distribute drinking water to the city's 1.5m 
inhabitants. The company said yesterday that its United 
Water Services Atlanta joint venture had beaten a field of 
bidders to operate and maintain the. dty^ water treatment 
faculties and 4,500km of mains and feeder lines. 

The contract, which needs final approval from the 
Atlanta City Council, is the largest of its Mnd awarded by a 
US municipaity, according to the French group. 

It forecasts annual revenues, from the project of S23m- 
$25m. The French .group, formed through last year’s 
merger of Suez, foe conglomerate,, and utilities group 
Lyonnaise des Eaux. has been aggressively looking for 
opportunities in 1f»' US since legislative changes- in May 
last year made it easier for mimiclpal governments to 
extend management contracts. Mark MuHJgan, Paris 

r • • ■ r- ■ 


* 


-a 










.. -v: nfWs pjfitsi 




nWWfMtSATxm dispute 


With hotel 


■.?•■; -i. i-'r. 


„„ — — . . .. - J’ (i t , 

«U-.i :*.. 

' “ 'FWUtJ^r. 




.. 

***** W/HiUn* 

WHl *»«**”**':< iilHJ.-.i* 

**r* ftp*. * »vn> 

•#«» Wc 

?fc*.* 0 W ft -=V- . ' 


'V.iv 


* 



i-lll 


. __ ; L 

**«0*»W*y **> :r„- , 

-41 to* hot* i'T; 



- - - ' iW UMq .1 v..--, 

- o tmp a m m*S topunatv* r..-.,-. 
_ w W *b iht o ufr MPw *» *t.fr.v. : •. 

SpWrigto" tu wp d tatomNKMM Cwftf 
nWWirfl «nc* toft-gove"-^... 

*99* Mfc^T******. * to* MW o* V, -.. 
~ a wNfltn Bo w to* rft'.wa* t: . • 
i-te fKftr j 

A* WMf t iwrtw> if in- 


•*t> 

! n-i--.- 



:**•«*< 


'K»)W-Kion><i , A(s ’-•• 



■l:'. 


I -.-...I 

f;, -~ a-*. 
'■‘' <Tn 


/a 


*rt*d*nrfkw ktea rejected 

Oupwar m> Offl M fc uurt r um w ni 

apo** 0w» ®w 1 w^ 4 - •' , 

fn oiaMfvttNMr if* WWt «**'• • 

* ' fcl^f BBHiTB tOQiOw^ *< -> -.• ■ • 

« t ■-.••. ■ 

fMTUliMPlJW** . 

"■ pMNHf.ctWi^i- 

l m rwiiiiM ii arr— - — r-‘ ; .- 
pWf>^S#iW«* ***** tc *A ■■■ 

tvimM m*m* **+**-?."■■ ■ 

’ t aim* * *** * ****** ■ ■ • •• 

>4) ilfPWqrto> **** v ‘ ' ‘ 

HHiiii 4 miW fiam Tti v - c-j - 

ssy^f-i , ■ 

M rrr it, ■> K-f MK too fato* *& -•- 

i • 

i miwjg lit rirtrt t> r* J * *”•'* • * 

Tiiiiri " H— *» #* tv tJ**^ ’ 
hitrar'" **- v ^- -"•' 

wt* mim* ** ♦* gw * lJ> M,< : 

'*>’ ** ■ * ■■% AatMir« 

4iam'«HMPr ■. . 


£ 




fh»Wc iJeflctt warning 

IWMtMaa' w ««si 

^SSS^SSS^''- 

i^ssgas BsssEr^r 

i-iina«iMk#4iA W»MMV* -«■- 

“ 

- t tt***«4 ^«r«^Tr- ; - 

, ^ V. 

^Hi.iwaiwr tf r* J ' •'•” 

&*****+**+'' 

j&mi MW* 


salaries 



4 


■ *r*.+m*r 
immm 



^-■; % 

k>*-' 9 



5 us CO^ 



MICROSOFT ANTITRUST CASE 


THE AMERICAS 


Government 
broadens 
its attack 


By Louisa Keboo Sn 
San Francisco and 
Kchani Woffle in Washington 

The US Justice Department 
has raised the stakes in its 
antitrust case against Micro- 
soft, the world leader in per- 
sonal computer software, 
with broad new allegations 
of attempts to stymie compe- 
tition. 

After nine years of anti- 
trust investigations and liti- 
gation, Microsoft is now fac- 
ing very broad charges that 
it has, on several occasions, 
adopted illegal tactics In its 
attempts to maintain a domi- 
nant position in the personal 
computer software market 

In yesterday's court filing, 
the department said the 
company engaged in "a 
broad pattern of anti-compet- 
itive conduct designed to 
eliminate competition, to 
maintain and strengthen 
Microsoft’s core monopoly 
over PC operating systems, 
and to monopolise key appli- 
cations markets”. 

The case, which initially 
was focused on the so-called 
"browser wars” between 
Microsoft and Netscape Com- 
munications - the battle for 
market share in the emerg- 
ing internet software field - 
has now been widened to 
encompass several other 
aspects of Microsoft’s busi- 
ness practices. 

In addition to allegations 
that Microsoft tried to per- 
suade Netscape to co-operate 
in “dividflng] the market” 
for browsers, the govern- 
ment claimed Microsoft had 
conducted similar discus- 
sions with Intel, the world 
chip leader. Apple Com- 
puter. the PC industry p: - 
ncer. and a small company 
called Real Networks. 

Microsoft had also used its 
control over the Windows 


operating system to make 
competing products work, or 
appear to work. less effi- 
ciently with Windows tha w 
its own software, the govern- 
ment charged. This 
amounted to a “pattern of 
predatory conduct”, the gov- 
ernment claimed. 

In another example of 
alleged anticompetitive 
behaviour, Microsoft is 
accused of setting out “to 
eliminate the potential 
threats posed by Netscape 
and Java”. 

Java, a progr amming lan- 
guage developed by Sun 
Microsystems, posed a threat 
to Microsoft because it 
enabled programmers to 
write software that would 
run on all types of comput- 
ers. Microsoft entered into a 
series of agreements with 
customers and competitors 
to restrict the use of Java 
and to substitute its own 
version of the language, the 
government said. 

Microsoft vigorously 
denied all the new allega- 
tions, which it said were 
included because the govern- 
ment was no longer confi 
dent of its ability to prove 
thp initial focused on 
tiie Netscape battle. “These 
kinds of collaborative discus- 
sions and efforts are com- 
monplace throughout the 
industry and are to the bene- 
fit of consumers.” 

In its court filing yester- 
day, the US government 
based its arguments in large 
part on Microsoft's internal 
documents and interviews 
with its executives. But it 
accused Microsoft executives 
of “an astonishing lack of 
recall” when questioned 
about their own evidence. 

Microsoft, in response, 
said Its executives had co-op- 
erated to the best of their 
abilities with investigators. 


NEWS DIGEST 


MIXED SIGNALS ON ECONOMY 


US manufacturing sector 
continues to slow 

The US manufacturing sector slowed m August for the 
third consecutive month as the Asian crisis kept hitting 
exports, but there were also signs yesterday of increasing 
economic activity In other sectors. The Purchasing Manag- 
ers' Index stood at 49.4 par cent in August, up slightly on 
July’s 49.1 per cent but still indicating a Slowdown- 

Mean while, the US construction sector was yesterday 
reported to be buoyant by the Commerce Department, 
with spending rising 0.4 per cent In July from June, to a 
record high. 

In addition, the index of leading indicators, which gives 
an idea of future economic activity, rose 0.4 per cent in 
July due to the then-rising stock market and the settle- 
ment of the General Motors strike The 0.4 per cent rise 
followed a 0.2 per cent decrease In June However, the 
Conference Board, which issues the indicators, said recent 
declines in stock prices would “more than reverse this 
effect in the next release". Adrian Michaels, Washington 

BRAZIL BUDGET 


Doubts over growth forecast 

The Brazilian government has published federal budget 
proposals for 1999 implying economic growth during the 
year of 3.9 per cent The estimate is higher than that of 
most independent economists and was understood to be 
an attempt to signal the government’s commitment to 
bringing public spending under control. But economists 
doubted the government could meet its target 
“It's a very optimistic projection of growth," sad Mauro 
Schneider, of ING Barings. "Slower growth will inevitably 
lead to lower tax receipts. Once again the budget proposal 
looks more like a piece of fiction than reality." ' 

The growth of Brazil’s budget deficit running at about 7 
per cent of gross domestic product, is one of the biggest 
causes of concern over the country’s abiEty to withstand 
the current turmoil on world financial markets.. According 
to the budget proposal, which must be approved in Con- 
gress, federal spending will rise to R$187.8bn (US$1 60bn) 
from R$181.4bn this year. Jonathan Wheatley, SSo Paulo 


MEXICO CITY 


Shake-up for police force 

Mexico City's new ponce chief has announced plans to 
reorganise the police force m a shake-up intended to 
tackle the calms wave that plagues the etty and damages 
the mage of governor Cuauht6moc C&denss. presidential 
aspirant. 

Pubfc damow about continued insecurity in the Mexi- 
can capital of 8m people is the leading issue on which. Mr 
C&denas wffl be judged as the first opposition party gov- 
ernor of Mexico City. He hopes to use the post to launch 
his candidacy for president in the July 2000 national elec- 
tion. 

Alejandro Gertz Maneno, in his first action as poHce 
chief, handed supervision of municipal police to Ricardo 
Pascoe, appointed mayor of Benito Jufrsz district on 
Monday. Transferring police supervision to the 16 districts 
is part of a drive to bring the police closer to local govern- 
ment and citizens' groups. Lucy Conger. Mexico CHy 




On the web today 

• Brazil: Pioneers try to maintain a head of 
steam far boom state 

• US: CoOage intake’s ethnic mix grows 
http^wwwJtcom/americas 


Forbes lays claim to legacy 
of conservative grandees 

Mark Suzman on why a prospective presidential candidate 
decided to surrender centre-stage to a former British premier 


I t is rare for prospective 
presidential candidates try- 
ing to drum up support in 
the US heartland to surren- 
der the limelight to anybody, 
and virtually unprecedented 
to do so for a foreigner. 

But last month Steve 
Forbes, the publishing mag- 
nate. happily did both on a 
trip to Des Moines, Iowa. 
Even more bizarrely. at the 
conclusion of the hour-long 
lunch with the cream of the 
state's Republican party, Mr 
Forbes’s political stock bad 
risen tangibly. 

Both the uncharacteristic 
behaviour by Mr Forbes and 
the curiously favourable 
response of his audience was 
very much due to the for- 
eigner in question: Margaret 
Thatcher, former UK prime 
minister. 

Although Lady Thatcher is 
largely out of fashion in her 
native Britain she remains 
deeply popular in. much of 
the US, 'in part becaus^ of 
her association in the public 
mind with Ronald Reagan, 
fellow cold war warrior and 
beloved former president 
It is a connection that Mr 


Forbes was quick to high- 
light At a time when the 
Republican party is looking 
nostalgically at the Reagan 
era, the 51-year-old business- 
man sought to use the occa- 
sion to lay claim to the Gip- 
per’8 political legacy. “I 
believe In the principles per- 
sonified by Lady Thatcher 
and Ronald Reagan,” he 
said. “If we follow their prin- 
ciples and renew them, 
Americans and the world 
will benefit" 

It is a bold ploy by Mr 
Forbes, who remains best 
known for his quixotic pro- 
motion of a “Cat-tax" during 
the 1996 election. While his 
campaign held some appeal 
for the fiscally focused tax- 
cutting wing of the party, it 
never found a broad base of 
support In Iowa - which 
holds the first presidential 
caucuses every election year 
and Is the traditional maim , 
or-break state for many can- 
didates - Mr Forbes relied 
on a high spending televi- 
sion campaign and finished 
a distant third, effectively 
killin g his candidacy. 

But to the surprise of 


many pundits he did not 
take his defeat as a signal to 
return to the private sector. 
Instead, he has sought to 
learn from his m i s takes and 
is all but certain to make 
another bid for the presi- 
dency in 2000. 

And rather than relying 
an the media, thfa time the 
nascent campaign will 
revolve around a new grass- 
roots advocacy group called 
Americans for Hope, Growth 
and Opportunity, which 
already claims to have 
120,000 members. 

At the same time Mr 
Forbes has been patiently 
retooling bis message to try 
to appeal to a broader audi- 
ence in the way that Mr Rea- 
gan did. 

Although he remains a 
strong proponent of the flat 
tax, he is now seeking to 
combine it with a string of 
social initiatives. 

A key element of the new 
approach is Mr Forbes’s deci- 
sion to shed his previous low 
profile on religious issues 
and take a strong stand 
against abortion- Earlier this 
year he won plaudits from 



Steve Forbes (centra) with Lady T ha tcher and Stave Grubbs, a local Republican, bi Des Moines AP 


rightwingers when be was 
almost the only senior 
Republican to back a contro- 
versial - and unsuccessful - 
proposal to deny party funds 
to candidates who counte- 
nanced late-term abortions. 

Now he is trying to test 
out bis new approach in mid- 
dle America, and the early 
signs are promising. In pre- 
liminary state-wide polls 
among Republicans likely to 
vote In 2000 caucuses in 
Iowa he is r unnin g second 
only to George Bush Jnr, 
Texas governor. 

“In 1966 Forbes came into 
the race late and was unper- 
suasive. This time he's 


changed his message and 
has spent a lot of time trying 
to reach out to the pro-lif- 
ers,” observed one party offi- 
cial. “1 don't think the local 
party elite have decided to 
back him yet, but they are 
now looking more favoura- 
bly at the possibility or a 
Forbes candidacy." 

By bringing in Lady 
Thatcher for the state's most 
successful fundraiser ever - 
raising $500,000 for Novem- 
ber’s state elections - Mr 
Forbes also strongly helped 
his cause by demonstrating 
a commitment to the party 
while showing off bis inter- 
national credentials. “I've 


never seen people leave a 
fundraiser so liappy.” admit 
ted Juhn Maxwell, a political 
consultant. 

And more importantly fur 
Mr Forbes, those smiling 
Republicans left with a care- 
fully phrased endorsement 
from Lady Thatcher ringing 
in their cars: “Reagan con 
servatives, Thatcher conser- 
vatives and Forbes conserva- 
tives all believe in the same 
fundamental things." 

It remains to be seen 
whether her listeners will 
agree in LDuu. but for the 
first time many at least 
seemed willing to entertain 
the possibility. 



When it comei to financial advice, everyone's an expert. 


Robeco Bank believes that in a world of opportunity, 
you need a wealth of expertise. 


Everyone has their own views on money. Some say 
that it is security. Others believe it represents freedom. 

But one thing is certain. It is only a means to an end, 
not an end in itself. So at Robeco Bank, we listen to what 
you have to say and find out what you want. 

You outline your views on risk and reward, then we 
customise a portfolio to fit your personal needs. 

There’s no secret to our investment management or to 
our success. We fully explain how we use tried-and-trusted 
investment methods to meet your individual objectives. 
We call this process Structured Portfolio Advice. 

All you have to do to take advantage, is contact us. 
By phone, fax, e-mail and post, or if you 
prefer, in person, we set out to meet your 
needs, cost effectively, wherever you are. 


Our aim is always for steady growth through invest- 
ment in the world markets. 

Seldom has private banking been so easy or so afford- 
able. You can open a Personal Investment Account from as 
litde as US$25,000. 

Talking of which, if you had invested that amount in 
Robeco N.V. at the end of June 1988, 10 years later it would 
be worth US$84,625. 

It’s this kind of performance, year after year, that has 
made the Robeco Group one of the most respected invest- 
ment houses in Europe with assets of over US$80 billion. It 
has also given our clients a world of opportunity. 
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NORTHERN IRELAND REPUBLICANS' OLIVE BRANCH AHEAD OF CLINTON VISIT FALLS SHORT OF SAYING T HE W AR IS OVER; 


NEWS DTGEST 


Sinn Fein pledges to help end violence 


CITY OF LONDON REGULATION 


Ruanda! Times Reporters in 
London and Dubfin 


Gerry Adams, the Sinn Fein 
president, yesterday offered 
an olive branch to Northern 
Ireland's unionists, commit- 
ting his party to making vio- 
lence “a thin g of the past, 

over, done with and gone". 

The statement falls short 
of declaring that the Irish 
Republican Army's war is 
over, as unionists have 
demanded, but Mr Adams 
went further than ever 
before to renounce republi- 
can violence. Sinn F6tn is 
the political wing of the IRA. 

The announcement came 


as the UK government 
unveiled anti-terrorist legis- 
lation aimed at rooting out 
the Real IRA. the breakaway 
paramilitary group which 
claimed responsibility for 
the deaths of 28 people in 
last month's Omagh bomb. 

The bill, to be scrutinised 
today by MPs who have been 
recalled to parliament for 
two days of emergency 
debate, is intended to crack 
down on a handful of fringe 
terrorist organisations in 
Northern Ireland and make 
life harder for international 
terrorist groups operating 
out of the UK. 

One unexpected clause is 


that all prosecutions for 
involvement in a conspiracy 
to commit a terrorist act out- 
side the UK will require the 
consent of the Attorney Gen- 
eral. 

Sinn Fein's move, timed to 
coincide with President Bill 
Clinton’s visit to the region 
tomorrow, was welcomed as 
a significant advance by gov- 
ernments of the UK and 
Republic of Ireland. 

David Trimble, Northern 
Ireland’s first minis ter and 
leader of the Ulster Union- 
ists, the biggest pro-British 
party in the region, was 
more cautious. "Carefully 
crafted words alone are not 


enough," he said, adding 
that the people of Northern 
Ireland would judge Sinn 
F£in on its actions. 

David McNarry, a unionist 
assembly member and a 
leading member of the Prot- 
estant Orange Order, said: 
"It’s a start, but we’ve heard 
this before. It's probably a 
bit of window dressing 
before the Clinton visit.” 

Mr Adams' declaration 
condemned the Omagh bomb 
"without equivocation'’ and 
called on all sides to ensure 
that It was "the last violent 
incident in our country”. 

"Sinn Fein believe the vio- 
lence we have seen must be 


for all of us now a thing of 
the past, over, done with and 
gone. In particular, the two 
governments have the prin- 
cipal responsibility, as do 
the party leaders. I am com- 
mitted to play my part, as is 
Sinn Fein,” Mr Adams said. 

In the draft anti-terrorism 
legislation published yester- 
day, the UK government 
appeared to have responded 
to civil liberties concerns. 
The law will be subject to 
annual renewal and the evi- 
dence of a police officer on 
membership of a proscribed 
organisation will require fur- 
ther corroboration. 

The Dail, the Irish 


national assembly, is also 
due to debate similar 
changes In its anti-terrorist 
legislation, giving powers to 
the police to bring prosecu- 
tions against renegade 
republicans and other 
groups opposed to the peace 
agreement. 

Unlike in the UK. there 
has been little opposition to 
the measures on human 
rights grounds. The Irish 
government, sensitive to 
suggestions the Real IRA 
was organising its activities 
in the republic, was first to 
outline the proposals, which | 
were then matched by the | 
UK government. 


Unit trust manager fined 
for poor administration 


Ireland ranks high among 


The Investment Management Regulatory Organisation has 
ordered Abbey Unit Trust Managers to pay fines and com- 
pensation totalling £590,000 ($973,500). The action against 
Abbey, part of the Lloyds TSB group. & the latest in a 
series of fines for poor administration imposed by Imro on 
unit trust managers. "The overlying message Is that firms 
must recognise the Importance of back office administra- 
tion and the potential tor customer loss.” said Judy Dete- 
force, head of media relations at Imro. Abbey has paid 
£168,000 to 7,090 customers as compensation for delays 
in banking customers’ cheques, to dealing with applica- 
tions and in sending out sales proceeds. The manager has 
paid an additional £272,500 to correct mistakes relating to 
its four personal equity plan unit trusts. The group said the 
problems, between December 1995 and Jtriy 1997, coin- 
cided with a marketing promotion, imro said it had fined 
Abbey a “fairly high" £150,000 because customers had 
lost money. Jean Eaglesham, London 


Clinton’s global priorities 


The peace process is seen as a foreign, 
policy success, despite difficulties elsewhere. 
Stephen Fidler reports from Washington 


T he day before testifying 
to a grand jury about his 
relationship with Mon- 
ica Lewinsky, President Bill 
Clinton had an extensive 
telephone conversation with 
Tony Blair, the UK Prime 
Minister. 

The call - concerning the 
previous day’s bomb attack 
in Omagh in Northern 
Ireland and its effect an the 
peace process - lasted half 
an hour, according to British 
officials, even though Mr 
Clinton’s lawyers were 
reportedly anxious to 
rehearse the following day's 
ordeal. 

Samuel Berger, the presi- 
dent's national security 
adviser, the next day tele- 
phoned Irish leaders includ- 
ing Gerry Adams, president 
of Sinn Fein, the political 
wing of the Irish Republican 
Army. 

The calls, and Mr Clinton's 
visit this week to the north 
and south of Ireland, reveal 
the extent to which the 


administration remains com- 
mitted to what it sees as an 
important foreign policy suc- 
cess. 

On his trip to Russia, 
which precedes the Irish 
visit, Mr Clinton is being 
accompanied by four mem- 
bers of Congress, two from 
each house. In Ireland, he 
will be joined by a further 17 
legislators. 

James Steinberg, Mr Ber- 
ger's deputy at the National 
Security Council, says the 
visit - which in Northern 
Ireland will take in Belfast, 
the capital, Omagh and 
Armagh before heading 
south of the border - has 
three main purposes. 

They are to “pay tribute to 
the courage and determina- 
tion of the leaders and the 
people of Northern Ireland 
and the republic for making 
the agreement possible"; to 
show support for the new 
political arrangements, espe- 
cially the assembly; and to 
back the peace process eco- 


nomically by helping to 
attract investment and jobs. 

Asked if the US would 
press for a meeting between 
David Trimble, first minister 
in tbe new assembly, and Mr 
Adams, Mr Steinberg said it 
was important for all of the 
parties to the peace process 
to begin to work together. 
"We would certainly hope 
that Mr Trimble and Mr 
Adams have a chance to 
meet," he said. 

The UK government has 
been seeking US help in a 
number of areas fallowing 
the Omagh bombing. Wash- 
ington quickly revoked the 
visa of Bernadette Sands- 
McKevitt - sister of IRA 
hunger striker Bobby Sands, 
who died in prison in 1981 
becoming a republican folk 
hero - and making clear 
that members of her 32 
County Sovereignty Move- 
ment would not be welcome 
in the US. That group is 
viewed by the US as the 
political mouthpiece for the 
Real IRA, the perpetrators of 
the Omagh bombing in 
which 28 people died and 
more than 200 were injured. 

British ministers have also 



THE ECONOMY 


Factory output falling fast 


Factory output is foiling at its fastest rate for at least six 
and a half years, according to the latest monthly analysts 
from the Chartered Institute of Purchasing and Supply. But 
consumers still appear willing to spend and borrow. 

Almost 40 per cent of manufacturers reduced output over 
the past month, saki the survey. Only a third as many 
companies stepped up production. The drop to production 
is in response to a further weakening in domestic demand 
and export order books. Export order books have been 
falling since May last year, in the face of sterling's strength 
and the Asian crisis. August's decline was the second big- 
gest recorded since then. Robert Chote, London 


INSURANCE 


‘2000 bomb’ policy launched 


Out of the rough: welcome posters in BallytxmJan, In the Irish republic, where Mr Cfntwi is expected 
to take time out tins week to play a round at the visage’s golf course A P 


urged the Clinton adminis- 
tration to use its undoubted 
influence with Mr Adams to 
press him - and the IRA - 
on two important questions. 
The first relates to the 
"decommissioning” of weap- 
ons, a subject that has taken 
on added weight after 
Omagh. 

The second is to persuade 
Sinn Fein and the IRA to 
share Information they are 


believed to hold that could 
help track down the bomb- 
ers. 

A hint that the US may 
already have made these 
points - and that Mr Clinton 
may be expected to repeat 
them either privately or pub- 
licly on his visit - has 
already emerged. 

IRA leader has given a 
rare interview which will 
appear soon In An 


Phoblacht-Republican News, 
the Irish nationalist weekly 
Journal, but which was 
released early for publica- 
tion In US newspapers. He 
denied that the IRA had any 
link with those responsible 
for the Omagh bombing and 
calls for tbe breakaway 
group to disarm. “They 
should disband, and tbey 
should do so sooner rather 
than later." he said. 


A Lloyd's of London syndicate yesterday launched an 
insurance product to cover financial institutions against 
losses stemming from the so-called millennium computer 
bomb. "This product is an attempt to provide our clients 
with the coverage that they need rather than Ignoring the 
problem and hoping existing traditional policies wit] 
respond," said William Knapman, an underwriter with Syn- 
dicate 839, which is managed by Archer, one of Uoyd's 
biggest managing agencies. The move comes as many 
insurers are introducing clauses to prevent claims after 
2000. Syndicate 839 was helped by Reynolds Porter 
Chamberlain, the law firm, and computer expertise came 
from Am sec International The millennium bomb refers to 
the inability of older computer systems to distinguish 
between the 19th and 20th centuries Jim Kelly, London 
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‘Chronic safety problems’ found at nuclear plant Sl rte I. 8 2fi:lL 8 L 0 l'^ e 


By Vanessa Moulder ki London 


An audit of the Dounreay 
nuclear plant in northern 
Scotland has uncovered 
"many chronic safety prob- 
lems". the Health and Safety 
Executive said yesterday. 
The watchdog said the site 
is currently safe. But the 
United Kingdom Atomic 
Energy Authority, which 
operates it, needs to invest 


"considerable effort, time 
and resources" to bring it up 
to standard, said Laurence 
Williams, the HSE’s chief 
inspector of nuclear installa- 
tions. A culture change was 
needed at the UKAEA, 
which needed to adopt fully 
the necessary standards and 
targets "rather than attempt- 
ing to do the minimum nec- 
essary", he said. 

The report's main finding 


concerned management and 
technical shortcomings and 
their impact on decommis- 
sioning. It said "organisa- 
tional changes made within 
the UKAEA over the last 
four years have so weakened 
the management and techni- 
cal base at Dounreay that it 
is not in a good position to 
tackle what is now its princi- 
pal mission - the decommis- 
sioning of the site”, Mr Wil- 


liams said. 

The audit also criticised 
an “overdependence" on con- 
tractors for many key func- 
tions which should be under 
tbe clear control of UKAEA 
There was also concern that 
the UKAEA had not yet 
developed a comprehensive 
strategy for dealing with 
radioactive waste. 

Conditions In the fuel 
cycle area ranged burn the 


good to the very bad, the 
report said. ’"While HSE is 
satisfied there is no immi- 
nent danger, it is suspect 
that UKAEA had been oper- 
ating plants without clear 
knowledge of some of the 
risks," it said. 

The audit of the site began 
on June 1, after an incident 
that left the fuel cycle area 
without Its normal electric- 
ity supply for 16 hours. The 


area is not currently in oper- 
ation and processing activi- 
ties will not resume until the 
inspectors agree that an ade- 
quate safety case has been 
made. 

The UKAEA said it took 
the report very seriously. It 
plans to publish a pro- 
gramme for implementing 
the work recommended In 
the report by the end of 
November. 


The UK's charter operators have joined the battle to pre- 
vent British Airways and American Airlines receiving finan- 
cial compensation for London takeoff and landing slots 
they are being asked to give up. The UK Office of Fair 
Trading and toe European Commission have said BA and 
American should give 14) 267 weekly slots at London’s 
Heathrow and Gatwlck airports in return for approval of 
their planned alliance. The OFT said they should be 
allowed to sell the slots while Brussels Insists they be 
given up for free. The charter airlines - including Britannia, 
Airtours International and Air 2000 - say BA and American 
are like tenants rather than freehold owners of the slots. 
They add that if BA and American were certain they 
owned the slots they would have valued them on their bal- 
ance sheets. Michael Skapinker, London 


OBITUARY SIR GORDON NEWTON 


A great editor who took the FT from City into the wider world 


Sir Gordon Newton, who 
dirti un Monday at the age of 
fiu. was one of those rare 
individuals whose whole 
Oliver can be summed up in 
three words: a great editor. 

At this singular activity, 
in 22 remarkable years, he 
showed consummate skill 
and achieved unquestioned 
success. He turned the 
Financial Times, his con- 
suming interest, from a City 
sliect selling 50.000 copies a 
day nun a world-ranking 
economic and political news- 
paper with almost four times 
that circulation. 

Views inevitably differed 
on Newton the man, but his 
admirers mho were legion} 
•mu hi*: critics (who were 
few 1 thought alike of New- 
ton the editor. He was intu- 
itively. painstakingly bril- 
liant at his job; and his 
powers nf hunch and unre- 
mitting. dedicated concentra- 
tion bad their full reward. 

Nothing in Newton's back- 
ground gave an indication or 
his future career. He was 
bom in 1907 into a business 
family (the company made 
glass and mirrors, but foiled 
in the pre-war slump of the 
lSHOsi. which might seem 
appropriate for a future 
financial journalist. But in 
truth Newton had no great 
instinct for business. The 
prime lessons he learnt from 
his own commercial career 
were those of failure. 

After the hank took over 
bis father's company. New- 
ton on his own just survived 
the rough-and-tumble of 
making mirrors for furniture 
In Bethnal Green. But then 
he last his capita! completely 
in retailing car accessories. 

These experiences must 
powerfully have reinforced 
Newton's innate competitive 
drive, developing his lifelong 
identification of success with 
measurable achievement, 
and nothing short of that. 
But to those who knew him 
only as a great editor, those 
early days were a closed 



Gordon Newton in 1850 shortly 1 


-he had been appointed editor 


book. Newton rarely talked 
about himself. When he did 
it was a surprise to learn 
that he was a science scholar 
at Blundell’s, a renowned 
schoolboy runner, and a tal- 
ented violinist 
Even the fact that he had 
been to university (to read 
economics at Cambridge) 
was not obvious to all the 
young men and women he 
recruited from Oxbridge. 
While Newton was undeni- 
ably a journalist of genius, 
his genius, like his educa- 
tion, did not reside in litera- 
ture. As an editor he wrote 
few wards - and those with 
difficulty. Yet when he 
landed a post on the then 
Financial News tat the age 
of 26, after a dispiriting spell 
of slump-time job-seeking), 
he rapidly became a writer. 
He would recall that he had 
often written a news story, a 
feature, a Lex note and an 
editorial all in one day. 


His capacity for bard work 
was reflected in his rapid 
promotion - a policy that, 
later on, Newton as editor 
loved to apply to others. He 
was news editor by 1939, 
when he enlisted in the Ter- 
ritorial Army and began 
another successful career as 
a wartime soldier. But his 
connections with the news- 
paper were not broken; a 
third of his salary (£750 a 
year when be left) was paid, 
in pound notes, throughout 
his army service. His FN 
boss, Brendan Bracken, then 
at Churchill’s right hand, 
noticed and approved when 
Newton, newly commis- 
sioned, refused a special mis- 
sion from Downing Street 
that would have taken him 
out of the army. He became 
a distinguished gunner, 
entrusted with the proximity 
[use that shot down the Ger- 
man doodlebugs as they 
reached tbe English coast 


After Bracken engineered 
the merger of the Financial 
News and Financial Times 
in 1915, the demobbed New- 
ton again filled important 
jobs. But Bracken's inspired 
choice of this 43-year-old to 
edit the merged paper In 
1949 was apparently less 
than obvious to his contem- 
poraries. Certainly, New- 
ton's innate toughness was 
severely tested in those 
early, difficult, 14-hour work- 
ing days; the effects on his 
personality were still visible 
in the 1950s. 

Taut, tooth-tapping, and 
laconic in conversation, he 
was not easy to know, and 
often not easy to work for - 
especially if the work slipped 
below his perfectionist stan- 
dards. Yet Newton was far 
from being an abrasive char- 
acter. To anybody in per- 
sonal trouble, or to whom he 
had been harsh, he could be 
kindness itself. 

That was only one or the 
many Newtonian paradoxes. 
His whole career, unique 
among the newspaper edi- 
tors of his time in several 
respects, was paradoxical. 
He worked all his life out- 
side the mainstream of Fleet 
Street, yet turned a speci- 
alised paper into one that 
earned mainstream respect 
and that, despite its speci- 
alisation. came to rank 
clearly (and very high) 
among the existing, more 
general, quality dallies. 

He devoted himself almost 
entirely to the affairs of the 
FT, yet his influence 
extended far beyond its 
pages and Its direct impact, 
partly as a result of his 
recruitment and develop- 
ment of gifted young writers. 
Their distinguished subse- 
quent work as writers and 
editors, within the paper and 
outside it, or as politicians, 
managers or bankers, must 
stand as another lasting 
monument, alongside the FT 
itself, to Newton's excep- 
tional talents. And he earned 


their loyalty. Only his ill 
health eventually brought 
an end to the annual dinners 
held in his honour for many 
years after his retirement by 
those whom he had hired 
and inspired. 

The commercial and edito- 
rial success that foflowed, of 
course, was not Newton's 
alone: in fact, he tended at 
all times to deprecate any 
cult of his own personality. 
He worked closely with 
Brendan Bracken; not until 
the Latter part of Lord Brack- 
en’s life, dogged by terrible 
illness, did their relationship 
deteriorate, as the editor 
came to resent what he saw 
as his chairman's obstruc- 
tionism. The relationship 
with Lord Drogheda, the 
chief executive during New- 
ton's editorship and for some 
years thereafter, was not 
free from creative tension 
but it remained productive 
throughout 

In another paradox, the 
aristocratic, cultured charm 
of the chairman seemed 
incompatible witb the edi- 
tor’s plain-man. all-business 
exterior. But the two men, 
and with them the editorial 
and commercial sides, were 
always in harness, never in 
competition, as they 
exploited the long post-war 
rise in business and finan- 
cial advertising that under- 
wrote Newton's progressive, 
never-ending Improvements 
in the paper. 

That harmony accurately 
reflected Newton's extreme 
pragmatism. As an editor, he 
was totally absorbed In prac- 
tical details of production 
and lay-out, news and cover- 
age. He never forgot his first 
duty was to the readers of 
the next morning’s paper, he 
would simply ignore any 
diversion that might conflict 
with his primary tasks. His 
desk always seemed empty, 
his door open. Meetings with 
him were nearly always 
short, sharp and to the 
point. He always seemed to 


have time for a leisurely 
stroll in and out of the 
offices, peering aver a Jour- 
nalist's shoulder with his 
legendary question: “What 
are you on?” 

The answer seldom stimu- 
lated any very Informative 
discussion. But Newton 
acquired an equally legend- 
ary reputation as a judge of 
what the journalist eventu- 
ally produced. He rarely 
gave much reason for dis- 
liking a paragraph or reject- 
ing a whole piece - if neces- 
sary, again and again: but 
his writers came to recog- 
nise that he was almost 
invariably right. 

Right or wrong, anyway, 
there was seldom any point 
in arguing. Newton knew his 
own mind, and he knew how 


Newton never 
forgot his 
first duty was 
to the readers 
of the next 


morning's paper 


to run an office where politi- 
cal bickering and infighting 
were pointless. He was 
quick, decisive and critical 
In handling copy and corre- 
spondence alike: and depart- 
mental heads were supposed 
to follow suit. 

Because his life was 50 
dominated by the FT in par- 
ticular, and by the craft of 
newspapers (which he read, 
avidly) In general, Newton 
tended to have narrow per- 
sonal interests. 

One aspect of this was that 
he never took a close inter- 
est in tbe affairs or the City 
- a somewhat anomalous 
feature in the editor of a 
financial paper. However, at 
the start of the 1960s. with 
the appointment of a wom- 
en's editor and a general 


loosening-up of the paper’s 
writing style and subject 
matter, Newton proved him- 
self well able to lead in new, 
broader and more stimulat- 
ing directions. Previously, 
this ability had been only 
hinted at by the arts page, 
filled by some of the best 
critics writing In London. 

Newton's neo-Spoonerisms 
were famous - “tert" for a 
short, concise piece: or 
"insinnuendo”; or, to 
describe the amount of work 
supplied by one foreign cor- 
respondent, “it wouldn’t get 
through the eye of a camel". 
Yet, on reflection, these 
assaults on the language 
give a clue to Newton's bril- 
liance as a journalist com- 
pletely by instinct, he put 
across a thought, and made 
his point in a manner that 
was more personal and more 
compellingly alive than the 
most gifted of writers could 
have achieved by delibera- 
tion. 

That, in the end, was the 
key to his success wtth the 
FT. The points were made, 
the information conveyed as 
directly and concisely as 
Newton could achieve by 
using all tbe techniques erf 
professional journalism. His 
Intuition told him what his 
readers in the new profes- 
sional classes (In manage- 
ment and elsewhere) wanted 
to know. His professional 
skill supplied these wants. 
Tlie readers, the market for 
advertising, Newton and the 
paper seemed made for each 
other. 

That Is the crowning trib- 
ute to the editor’s achieve- 
ment in 22 years that saw 
not only a succession of tre- 
mendous events - in the 
worlds covered by his news- 
paper but also witnessed a 
transformation in British 
business life, out of dartmi^g 
into the tight of increasingly 
full exposure, in which New- 
ton's FT played a leading 
role. 

He richly deserved his 


three honours - a knight- 
hood in 1966, when he also 
received tbe Hannen Swaffer 
award for journalist of the 
year, and a Granada Televi- 
sion special award in 1970, 
two years before his retire- 
ment at 65. 

Characteristically, outside 
the FT his role was 
restricted. Newton under- 
took a review of the Central 
Office of Information for 
Edward Heath (now Sir 
Edward) in 1970, and served 
on the Committee on Pri- 
vacy set up that year. He 
took up two chairmanships 
on leaving the FT in 1973 (of 
a City conglomerate, J 5 
Vavasseur. and London 
Broadcasting). But both 
appointments brought more 
grief than gratification. How- 
ever, his lifelong passion for 
fishing was admirably suited 
for his retirement to Bray to 
Berkshire. 

Gordon Newton married 
Peggy Warren In 1935 and 
they had one son: tbey both 
predeceased him. But tn 
truth his family extended 
much wider. For British 
financial and economic jour- 
nalism in the second half of 
the century. Sir Gordon 
Newton was the unchal- 
lenged father-figure; 
although that is a title and a 
phrase he would probably 
have detested - and deleted. 

In 1987 the FT gave a din- 
ner to celebrate his 80th 
birthday. Speaking entirely 
without notes, for he was by 
then almost blind, Newton 
gave tbe most memorable of 
speeches. Ifls theme was the 
independence and integrity 
of the newspaper, and its 
potential for the future. The 
experience finally led him to 
write his memoirs. Ortgi* 
nolly bis thought was that 
they might be published 
posthumously, if at all. They 
were privately printed under 
the title "A Peer Without . 
Equal” - another noted 
Newtonian - just after his 
90th birthday last year. 


' ,t 'll 
. : 


nsslfll 

t lS 


tom woe to r 






• ■ A 






fevn, 


All. a . 


Its 

Hide 




j-. '.** * - , *** : fr 






ws 





• wis©»««{>a v ain m in 


FINANCIAL TIMES WEDNESDAY SEPTEMBER 2 1 998 


THE ARTS 


• N£WSpt<jt$T 


OPERA PESARO 


-‘* V 


fined 

tion 


S f*** ; 9f.*J*WfcWfc tav-tf«lip. I*- Sf’r* ■ r 

af%Wt5r-paB MNHWtttio ■yc-ir'.r ’ 

(faifa.c.^.. r _ 

* *Wt ********** bottom* icy. -...,/ 
ad tmr.: Asr: - 

«4lt» « m romja'r.,.*, 
<MM *1 *wv. 

ititati aiprt B nftN QJUfOO to wnart «- «... 
t ta». » fr§ilN r t»<» pte* uf* tn»N :<- .. 
ok Omfaw . 

frf ate* 4 nwWW promt**.*? *nw. 
ife*;*.*******' CIM2 0CU .- SJ .-, ; 

ifr; muggy Jya ta^oifcam. London 


Rock ’n’ 
Rossini 

The festival is trying to cultivate a younger 
audience, writes Luciano Chianese 
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This year's programme at 
the Rossini festival in Pesaro 
was a mixture of courage 
and caution: the three 
operas were tailored to the 
tastes of seasoned opera 
fans, while trying to gain the 
favour of a broader audi- 
ence. The hi g hli g ht was 
undoubtedly Luca Ronconi's 
new staging of La Ceneren- 
tola, a work which, for all its 
undoubted popularity, had 
not previously been per- 
formed at the festival. 

Despite his reputation for 
heavyweight stagings. Ron- 
coni artfully maintained a 
light, comical approach to 
the opera, but could not 
resist stealing the show in 
the scene changes. After the 
opening scene, Margherita 
Palli’s entire set, bristling 
with bric-a-brac, was magi- 
cally lifted into the air to 
make way for the lavish 
Prince's palace, leaving the 
audience gasping at the tech- 
nical virtuosity of it all Par- 
ticularly striking was the 
point at which Angelina shot 
up the chimney, emerged in 
foil ball regalia at the top, 
and was carried oft by a 
huge white stork. By the 
fourth scene change, how- 
ever. one's patience was 
tried by the lengthiness of 
the whole process. 

Carlo Rizzi conducted the 
ORT Orchestra della Tos- 
cana with a keenly -focused 
eye for the colour and detail 
that characterise the Pesa- 
rese master’s writing. Given 
the poor acoustic of the Pala- 
festival. however, the sud- 
den crescendos often fell vic- 
tim to the warehouse-like 
structure of the building. 
Rizzi’s full powers emerged 

EDINBURGH DANCE 


during the choruses, in 
which Rossini’s taste for 
quirkily tossing the tune 
between voices and orches- 
tra was given full expres- 
sion. 

In the title role, VesseUna 
Kasarova stood out for her 
beautifully delicate and pre- 
cise singing, while her rich, 
versatile voice coped equally 
wen with the broad r ang e of 
pitch required of the part. As 
a flamboyant Don Magnifim , 
Bruno Praticd steered his 
character along the dividing 
hue that separates the credi- 
ble from the ridiculous, man- 
aging to be comical as the 
crawling courtier, severe as 
the authoritarian father »nrf 
touching as the thwarted 
father-in-law to the future 
king. Although at times 
drowned by the more power- 
ful voices of the rest of the 
cast, Juan Diego Florez's 
Don Ramiro stood out dar- 
ing his solos as - having great 
expressive potential, backed' 
by rare technical mastery. 

The same cannot be said 
of one of the festival’s other 
leading tenors. Paul Austin 
Kelly. His Rodrigo in OteBo 
may have stood his gm nn H 
in terms of volume, but his 
grating tone and occasion- 
ally errant rhy thm drew hos- 
tile cries from less clement 
members of the audience. 
With Bruce Ford in the title 
role and Charles Workman 
as lago, this staging of Ros- 
sini’s tragic opera had prom- 
ised much. But the real justi- 
fication for reviving the 
festival’s 1968 production - 
apart from giving a second 
run to Pier Luigi Pisi’s fine 
sets - was Mariella Devia as 
Desdemona. Not only did she 



A full house for a 
big weekend 



Festival first: Vesse&na Kasarova In Luca Ronconi’s new stayin g of ‘Li Cenera nto te* 


sing and act masterfully, 
pitching her top C sharp in 
the final act effortlessly, hut 
she also managed to steer 
clear of the temptation to 
over-roman ticise the part. 
The result was clearly in 
line with the historical 
period that bridges bel canto 
and Verdian melodrama. 

One wonders how many of 
the festival’s traditional 
audience attended Isabella, 
Azio Corghi's new opera 
inspired by L’ltaliana in 
Algeri. This was a valiant 
effort to bridge the abyss 


that divides modem trends 
In music fr om the rig«a«>i 
repertoire. Dubbed a “teen- 
opera", Isabella left no one 
in doubt about its target 
audience: it represents 
another attempt to bring 
opera to the so-called 
“masses". 

In a disco-dark atmosphere 
of strobe lighting and 
all-round sound diffusion, 
dazzling special effects 
helped to distract attention 
from Corghi’s static score, 
which tended to reveal the 
fragile nature of the ori ginal 


plot rather than breathe new 
life into it Corghi’s music 
inevitahly paled before the 
passages taken from Ros- 
sini’s opera, which cropped 
up frequently, and the com- 
bination of new and old did 
nothing for either. Only at a 
few isolated moments was 
the virtuosity of Rossini’s 
fast sequences given addi- 
tional depth by the heavy 
bass heat beneath. Most of 
the time, the characters in 
the new opera lacked any 
form of credibility or person- 
ality. 


With the Notting Hill 
carnival and tbe anniversary 
pilgrimage to Kensington 
Palace, the home of the late 
Princess of Wales, the 
streets of Kensington were 
awash with people over the 
holiday weekend. Among 
them a lucky few thousand 
fought their way to the 
Royal Albert Hall for four of 
the season's major BBC 
Proms. 

On Thursday and Friday 
the Berlin Philharmonic 
under Claudio Abba do gave 
two concerts, following on 
from their appearance at the 
Edinburgh Festival. After 
their Prom visits in recent 
years we know to expect 
higher seat prices (still 
cheap at top price £32) and 
“standing room only” signs 
which mean what they say. 
i.e. no space to collapse if 
you feint. It also goes with- 
out saying that many of the 
solos and entire departments 
of this orchestra played to 
the highest standard, though 
Abbado seemed to be driving 
them harder than before 
with less concern for bal- 
ance. 

Thursday’s concert began 
with a subdued performance 
of Mozart’s Concerto for 
Flute and Harp, in which 
Emmanuel Pahud’s beautiful 
playing of the flute part 
alone showed signs of life. 
By comparison,, tbe Bruck- 
ner which followed was vital 
almost to excess. Abbado 
has always had a strong 
sense of pacing, even if it is 
not necessarily the WnH fh«t 
Bruckner demands. The 
salient features of this per- 
formance of the Fifth Sym- 
phony were the I talian vir- 
tues of forward movement, a 
keen sense of drama, and 
lyrical lines in the strings 
that really sang. Maybe the 
patient wisdom of intuitive 


Bruckner conductors like 
Jochum and Wand only 

comes from Germanic stock. 

thou gh when the final bln w* 
of the glorious Berlin brass 
arrived, there was no deny- 
ing that Abbado bad carried 
the symphony through to a 
convincing conclusion. 

The Friday concert was 
much as has been reported 
from Edinburgh. Wolfgang 
Ribm’s In-Schrift made an 
impact through its extreme 
contrasts of sound without 
satisfying the need for some 
content of substance in 

Glyndeboume’s 
production of 
Verdi’s ‘Simon 
Boccanegra’ 
unexpectedly got 
the shot in the 
arm it needed 

between. Maria Jodo Pi res 
sought a chamber-room inti- 
macy in Schumann's Piano 
Concerto, which did not 
work in the Albert Hall; her 
musicianship is too self-ef- 
facing for a venue this size. 
Abbado’s performance of 
Brahms's Third Symphony 
went with a thrashing inten- 
sity. but never suggested be 
has found a deeper meaning, 
as romantics like FQrtwan- 
gler and Karajan, or classi- 
cists like Sanderling and 
Dohn&nyi have. 

On Saturday Glynde- 
bourne Festival Opera came 
to the Proms for its annual 
visit. Verdi's Smum Boccan- 
egra, not the strongest of the 
festival’s operas this year, 
unexpectedly got the shot in 
tbe arm it needed at the 


Proms. The advertised bari- 
tone had withdrawn at the 
last moment and the title- 
role was taken instead by 
Paolo Gavanelli, who sang 
with a fine bel canto ele- 
gance in the lyrical passages 
but could still deliver the 
power when it was needed. 
Mark Elder and the London 
Philharmonic, just as dra- 
matic os in the theatre, 
treated Verdi to sum? 
uncommonly expert orches- 
tral playing. 

The Sunday concert was - 
remarkably - a BBC Proms 
first In over a century of the 
Proms there has never been 
a performance of Elgar's ora- 
torio The Apostles, which 
one would have thought a 
must in tbe Edwardian era. 
Better late than never. 
Andrew Davis and the BBC 
Symphony Chorus and 
Orchestra made sure that 
they did the work's Prom 
premiere justice, not perhaps 
with the inspirational zeal of 
a Barbirolli, but giving a 
judicious performance that 
took care over evert’ detail. 

Among tbe soloists three 
were outstanding: the sensi- 
tive soprano Felicity Lott, 
Anthony Michaels- Moore 
singing Jesus's music with 
warm-hearted lyricism, and 
John Tomlinson in the 
darkly dramatic role of 
Judas. So much in his scenes 
and the quiet majesty of the 
Crucifixion and its after- 
math are lifted on to a high 
plane of inspiration by Elgar 
that it is a shame the first 
half of the score is so grey. 
On balance, however, it 
seems fair to judge The 
Apostles underrated. This 
overdue performance added 
lustre to an already strong 
proms weekend. 

Richard Fairman 
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Clement Crisp on the 
Hans van Manen 
retrospective 

The Edinburgh Festival’s 
retrospective of Hans van Manen 
choreographies ended last week 
with performances by Dutch 
National Ballet and two of Neder- 
lands Dans Theater’s troupes - 
the young NDT 2 and the elderly 
NDT 3. On Thursday night the 
dismal Playhouse seemed even 
more like William Blake's "Place 
of woe” as the NDT ensembl e s 
unveiled recent works featuring 
all the worst, the most anxious 
and unmusical, aspects of van 
Manen's creativity. 

Two movements of the Ravel 
string quartet were shlsh-ke- 
babed to provide sustenance for 
three NDT2 couples (whence the 
title. Couples) who ran, slithered 
and postured in that un-nuanced 
and unrelentingly eager fashion 
which is all surface and no sense. 

Even worse was the geriatric 
therapy of 77ie Old Mon and Me 
in which Sabine Kupferberg 
came on hot and strong to Gerard 
Lemai tre. a grand dancer from 
NDT's early days, and still a 
vivid and compelling stage pres- 
ence. There seemed variously 
undignified and Saga-ish hints at 
“sex can still be fun" and “why 


not subscribe to our foneral plan 
now", while a ghastly ballad, 
Stravinsky's circus polka, and 
the adagio from Mozart's K.4S8 
piano concerto were offered as a 
soundtrack. Since there is no 
more astute trick than to play a 
Mozart adagio in order to win 
over a dance audience (I recall 
with un chffl ed fury the clarinet 
concerto adagio as prop for a 
sickener about two chaps being 
very brave about yourcan-guess- 
whatX the piece was greeted with 
delight. AH that was missing was 
a rain of little mauve plush teddy 
bears thrown by the audience on 
to the stage at curtain fall. The 
evening closed with Grasse Fuge, 
which 1 find so horrible, so gro- 
tesquely inapt as a view of that 
awe-inspiring music, that I can 
no longer bear to write about it 
But, and how welcome, the cen- 
tre of the programme brought the 
daggling Solo from 1997, in which 
three men move like fiery parti- 
cles at tbe behest of Bach solo 
violin music, and a brand-new 
work. Zero Hour, of dark and 
exhilarating imag ination. In Solo, 
NDT2’s Mario Zambrano, Brynjar 
Bandhen, Shin taro O-ue whistled 
over the stage in a relay race of 
ideas and steps handed on, with 
split-second timing and micro- 
second pauses and changes of 
direction: it is bravura writing. 


done with consummate skill and 
dynamic verve. In Zero Hour van 
Manen returns to Astor Piazzolla, 
choosing tangos of the angriest 
and grittiest sonorities. His cast, 
from NDT3, are Sabine Kupfer- 
berg and Gioconda Barbuto. Ger- 
ald Tibbs and David Krugel. 
Dress is dark-toned, tbe stage 
darker still, the mood darkest or 
all. Sexual challenge, rivalry, 
provocation and menace inform 



the mood and tbe steps. These 
are men and women - the tango 
is, in any case, for grown-ups - 
and their feelings and their per- 
ceptions are adult as well as 
adulterous. It is a brooding and 
uneasy piece, danced with superb 
assurance. 

The final programme came on 
Saturday night, when the Dutch 
National Ballet presented three 
works at the Edinburgh Play- 
house. Tbe theme was yet again 
the anxieties in relationships 
that van Manen weaves into so 
much of his work. (Cephalus and 
Procris are not tor him: he sees 


knife-throwing as the emntinnal 
norm)- 1 am no great admirer of 
Adagio Hantmerklavier since 
Beethoven’s world of feeling does 
not accord with three couples 
behaving tiresomely: sublime 
music is made to seem sanctimo- 
nious. The reward was the pres- 
ence of Larissa Lezhnina In the 
first duet, her style all harmony 
and elegance. 

But with Prokofiev's Sarcasms, 
the relationship between Sofiane 
Sylve and Jahn Magnus Johan- 
sen was as combative, sardonic, 
viciously bantering as the music, 
and in a tremendous account of 
Twilight, the odd rattles from 
Cage's score for prepared piano, 
the backdrop of an industrial 
complex, and the dud. between 
Nathalie Cans (spike-heeled 
sboes and spike-heeled temper) 
and the combative Wim Broeckx 
was stunningly in focus as a dis- 
play erf sexual sparring, quarter 
neither given nor sought R is a 
brilliant choreographic study, 
danced here with astounding 
rhythmic acuity and dramatic 
point 

Tbe final piece was Live. It fea- 
tures a dancer (Sabine Chaland, 
who is a beauty to stop the heart) 
and- a cameraman armed with a 
video-recorder, pins Gael Lam- 
biotte as the abrasive mala I first 
saw the piece 20 years ago and I 



Three couples behaving tiresomely: scene from Van Manen’s 'Adagio Hammert da vier* 


am still thrilled by its power to 
suggest different layers of exis- 
tence, from the actuality of the 
danseuse and the presence (on a 
screen at the back of the stage) of 
her video existence - the camera 
tracks her every move - to the 
feet that pre-filmed clips suggest 
her own memories and her prior 
existence. The camera follows 
her as she moves from the stage 
through the aadxtoriuro into the 
public areas of the theatre, then 


into the streets of the town. Her 
absence (and yet her presence on 
film), her presence (and yet her 
memories of a nasty encounter 
with tbe young man) and her 
"disappearance" into the parallel 
world outside the theatre, all 
pose fascinating questions about 
what we see, who the dancer is 
and what she feels, how various 
realities can intersect Sabina 
Chaland Is a beautiful dancer; 
Lambiotte plays admirably to 


her, and must treat her like a 
brute. The accompaniment is late 
Liszt piano music, admirably 
played by Mikhail Mouratch. The 
piece is very, very clever, and 
very, very touching. 

This NDT programme held the 
stage of the Edinburgh Festival 
Theatre, and an eager audience, 
with nine dancers, two pianists 
(Mouratch’s colleague was the no 
less gifted Robert Greuter), and a 
great deal of imagination. 
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Arts 

Guide 

AMSTERDAM 


CONCERTS 

Concertgefaouw 

Tel: 31-20-67$ 4411 
Los Angeles PhHbarmonkx 
conducted by Esa-Pekka 
Salonen in works by Adams, 
Mahler and Sibettus. With 
mezzo-soprano Lorraine Hunt; 

Sep8 V 

BEIJING 

OPERA 

The Forbidden City 
www.tur8fKiot-on-sJte.com 
Turandot by Puccini. Conducted 
by Zubin Mehta in a staging by 
Zhang Yimou. With the Magglo 
Musicals Florentine. Casts vary, 
with the title role sung by 
Gknranna Casofla, Audrey Stottier 
and Sharon Sweet Sep 5, 

8L 7. 8 

BIRMINGHAM 
CONC ERT 
Symphony Hall 
Tel: 44-121-212 3333 
Chicago Symphony Orchestra: 
conducted by Daniel Barenboim 


BRUSSELS 

CONCERT 

Palais des Beaux Arts 
Los Angeles Philharmonic: 
conducted by Esa-Pekka 
Salonen in works by Copland. 
Salonen and Sibelius; 

Sep 2 

BUDAPEST 

EXHIBITION 

Hungarian National GaJtary, 
Riiffa Castle 
Tel: 36-1-375 7533 
Jozsef Rfppi-RonaL- retrospective 
of the Hungarian 
post-impressionist, comprising 
250 works. Includes decorative 
art objects and personal 
photographs and letters as well 
as paintings loaned by private 
cotoctors and museums; to Sep 
6 , then transferring to 
Safnt-Germaln-en-Laye near 
Paris 

CHICAGO 

EXHIBITION 

Art bistituto Of Chicago 

7et 1-312-443 3600 
wwwMTtjc.edu 
Japan 2000: Design for the 
Japanese Public. Part two of the 
series focuses on the G-Mark 
system which promotes good 
design. Indudes watches and 
Wcyctes; KJsho Kurokawa 
-GaDetyr to Sep 7 

EDINBURGH 


OPERA 

Edinburgh Inte r n a tional Festival 
Te/: 44-131-473 2000 
www.go-ecSnburgh.co.uk 

• Da&oc by Smetana. New 
Scottish Opera production by 
David Pountney. With sets by 
Ralph Kottai and costumes by 
Sue WHImington. The conductor 
is Richard Armstrong; Edinbun^i 
Festival Theatre; Sep 3, 5 • 

• Ubuse: by Smetana. Concert 
performance by the BBC 
Scottish Symphony Orchestra 
and the Edinburgh Festival 
Chorus, conducted by OOver von 
Dohnanyi; Sep 4 

THEATRE 

Edinburgh International Festival 
Tel: 44-131-473 2000 
www.go-edinburgh.co.uk 

• Caligula: by Albert Camus. 
Dutch performance with English 
subtitles, directed by Ivo van 
Hove and designed by Jan 
Vereweyveld; Edinburgh 
Playhouse; Sep 2, 3 

• More Stately Mansions: by 
Eugene O’Nefli. Adapted by Kart 
Ragnar Gierow from O’Neffl’s 
unfinished manuscript Ivo van 
Howe directs the New Yak 
Theatre Workshop; Royal 
Lyceum Theatre; Sep 2. 

3. 4, 5 

• Phedre: by Racine. New 
Tltedtre Vidy- Lausanne 
production, directed by Luc 
Bondy. Valeria Drfevrlle plays the 
title role; King's Theatre; Sep 2, 

3, 4,5 

FRANKFURT 

OPERA 
Oper Frankfurt 


Tet 49-69-21237 999 
www.frankfurt-business.de/oper 
La Traviata: by VerdL In a staging 
by Axel Corti; Sep 4, 6 

LONDON 

CONCERTS 

BBC Proms, Royal Albert Hafl 
Tel: 44-171-589 8212 

• BBC Singers: conducted by 
Jane Glover ri works by Britten, 
Koddfy. Elgar, Szymanowski and 
Parry. With the Choristers of 
Guildford Calhetfral; Sep 4 

• BBC Symphony Orchestra: 
conducted by Manfred Honeck in 
works by Webern, Beethoven 
and Prokofiev. With piano sotoist 
Alfred Branded Sep 2 

• Chicago Symphony 
Orchestra: conducted by Daniel 
Barenboim in the European 
premiere of Harrison Birtwistle's 
Exody. The pro^am me is 
completed by Mahler’s 
Symphony No. 5; Sep 3 

• Chicago Symphony 
Orchestra: conducted by Daniel 
Barenboim in works by Strauss, 
Berg and Tchaikovsky: 

Sep 4 

• Czech Phifriarmonfc: 
conducted by Charles Mackerras 
in works by Jan6£ek and Mahler; 
Sep 7 

• Czech Phifttarmonlc: 
condoned by Lbor PeSek in 
works by Dvorak, Szymanowski 
and Brahms. With violin soloist 
Raphael Oleg; Sep 8 

• European Union Youth 
Orchestra: conducted by Vtedlmfr 
Ashkenazy tn works by Berg and 
Strauss. With soprano Babara 
Bonney; Sep 5 

• London Symphony Orc h estra 


and Chorus: conducted by Colin 
Davis in works by Beethoven (arr. 
CoBn Davis and David Matthews) 
and Tippett With soloists 
Including bass John Tomlinson; 
Sep 6 

EXHIBITIONS 
Hayward Gallery 

Tel: 44-171-261 0127 
wwwJTayward-gaHery.org. uk 
Bruce Nauman: spanning the 
career of the American artist, 
b.1941, this exhibition focuses on 
his relationship with language, 
and includes sound and video 
installations as well as neon 
pieces like One hundred five and 
die (1984); to Sep 6, then 
transferring to Helsinki 

Tate Gallery 

Tel: 44-171-887 8000 
Patrick Heron; b.1920, Heron is 
one of the leatflng figures of 20th 
century British art Ha ted tbe 
development of abstract art in 
Britain with his stripe paintings 
produced in the 1950s. This 
display indudes around 80 
paintings, from the 1930s to the 
present; to Sep 6 

LUCERNE 

CONCERTS 

International Festival of Music 
TeL 41-41-226 4400 
www.LucemeMuac.cdi/ 

• Amsterdam Baroque 
Orc h e s tra: Ton Koopman 
conducts works by Mozart With 
soprano LJsa Larsson, contralto 
Elisabeth von Magnus, tenor Paul 
Agnew and bass Klaus Mertens; 
Sep 6 

• BBC Symphony Orchestra; 


Andrew Davis conducts works by 
Ravel, Mozart, Walton and Bgar. 
With pianst Richard Goode; 

Sep 7 

• Leipzig Gewandhaus 
Orchestra: In works by Honegger 
and Bruckner. The conductor is 
Herbert Blomstedt; Sep 8 

• Los Angeles Philharmonic: 
conducted by Esa-Pekka 
Salonen in works by Copland, 
Salonen and Stravinsky; 

Sep 3 

• Los Angeles Phil harmonic: 
conducted by Esa-Pekka . 
Salonen in works by. Strauss and 
Bruckner. With soprano Gundula 
Janowitz; Sap 4 

• Royal Concertgebouw 
Orchestra: conducted by 
Riccardo Chailly in works by 
Debussy and Varfese. With 
soprano Sarah Leonard; 

Sep 5 

NEW YORK 

EXHIBITIONS 
Guggenheim Museum 

Tel: 1-212-423 3500 
www.guggerdtebn.org 

• Peggy Guggenheim: A 
Centennial Celebration. To mark 
the 100th anniversary of Peggy 
Guggenheim's birth, the museum 
has organised a display of 
paintings and sculptures from her 
col lection; to Sep 2 

• Vilhelm Hammershoi 
(1864-1916): Danish Painter of 
Sofitude and UghL Retrospective 
seen In Copenhagen and Paris 
last year, comprising 60 works 
by this relatively unknown 
contemporary of Munch, includes 
portraits and landscapes as well 
as Interiors, many of which 


depict the rooms of the artist's 
Copenhagen home; to Sep 7 

MetropoBtan Museum of Art 
Tel: 1-212-879 5500 
wwwjnetmuseum.org 
Sir Edward Burne-Jones: first 
American exhibition devoted to 
the 19th-century British artist, 
comprising more than 200 works; 
to Sep 6 

TURIN 

CONCERT 
Ungotto Rare 
Los Angeles Philharmonic: 
conducted by Esa-Pekka 
Salonen in works by Schoenberg 
and Bruckner; Sep 7 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

Q&30: MoneyBne with Lou Dobbs 
13^30: Business Asia 

19.30: World Business Today 
22 .00: tVortd Business Today 
Update 

• Bustness/Market Reports: 
05:07; 06.-07; 07:07; 08:20; 0920; 
10-50; 11:20; 11:32; 1220; 13:20; 
1420. 

At 0820 Tanya Beckett of FTTV 
reports Ova from UFFE as the 
London market opens. 
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s lie drives 
around Moscow 
today. Bill Clin- 
ton, the US presi- 
dent, win still be able to see 
idles of the economic trans- 


How bad can it get? 


ByL 

formation which, until the 


spectacular collapse of the 

The 

past few weeks, had been 

yes) 

hailed by Washington as a 

sto< 

major foreign policy success. 

7.08 

Shiny foreign cars choke 

ben 

the city's main streets. 

Indi 

designer clothes adorn 

lau 

brightly lit shop windows 

USS 

and colourful billboards 

B 

cater to the ostentatious 

den 

tastes of the nouveaux 

ven 

riches. It might be a bit vul- 

any 

gar and a bit wild, but it is 

beh 

an infinite improvement on 

imn 

the Soviet era and a sign 

left 

that, at least in Moscow, the 
market economy had taken 
hold. 


Chrystia Freeland examines the spread of Russia's financial crisis into the real economy and 

asks whether this could provoke a popular uprising 


Now, even that is in doubt 
as the country's mounting 
Bimetal crisis eats into the 
real economy. Bank 
machines, one of the more 
visible achievements of the 
new, sophisticated Russia, 
no longer dispense cash and 
credit cards are no longer 
accepted as many banks 
close their doors. More wor- 
ry ingly, this is being fal- 
lowed by an erosion of the 
economic basics, as shop 
shelves empty and cash 
drains from the economy. 

Add to that the immense 
political uncertainty caused 
by President Boris Yeltsin's 
sacking of his government, 
and suddenly nightmare sce- 
narios are being raised as 
serious possibilities. Could 
the political and economic 
crisis lead to the rise of a 
military dictator, or the col- 
lapse of the country into 
feuding regional flefdoms? 
How quickly is economic col- 
lapse likely to spread, and 
might this provoke Russia's 
long-suffering papulation in 
popular revolt? 

Certainly, what began as a 
rather esoteric financial cri- 
sis has swiftly spun into a 
broader economic meltdown, 
throwing the currency into 
limbo, paralysing the bank- 
ing system and blocking the 
delivery of goods and ser- 
vices. As if this were not 
enough, things will probably 
get worse before they get 
better. The devaluation of 
the rouble and a wave of soft 
central bank credits mean 
that a sharp jump in infla- 
tion - to an annualised rate 
of 30 per cent at least - is 
inevitable. Even more 
extreme price increases. 



approaching hyperinflation, 
could be in store if the gov- 
ernment gives in to wide- 
spread pressure to release 
more soft money. 

“This crisis is extremely 
serious because it touches 
on every aspect of the Rus- 
sian economy,” argues Ser- 
gei Markov, director of the 
Institute of Political Studies, 
a Moscow-based tbinktank. 
“It Is a currency crisis - the 
rouble has devalued. It is a 
capital markets crisis - the 
financial markets are dead. 
It is a crisis of Investor confi- 
dence in Russia. And, most 
fundamentally, it is a crisis 
of the real economy - Russia 
doesn’t work.” 

Hie real economy is key to 
the way Russia’s drama will 
unfold. And the news Is not 
good. After nearly a decade 
of haphazard reform, Rus- 
sia's capitalism was only 


half-finished. Now, this frag- 
ile market economy is being 
battered from all sides. 

Already, the problems are 
visible on Moscow's shop 
shelves. At Marina, a gro- 
cery store in the centre of 
the city, the meat shelf is 
almost bare. Uncertain how 
to price goods because of the 
rouble's volatility and waiy 
that the crumbling banking 
system will fall to deliver 
payments, the three Moscow- 
region meat-packing plants 
that supply Marina have this 
week refbsed to deliver. 

“No one at the meat- 
packing plants even answers 
the phone,” says Mikhail 
Borisovich, the store’s man- 
ager. “They are afraid to 
sell They don’t know what 
price to charge, so they've 
just vanished. We have the 
same problem with many of 
our imported goods, like fro- 


zen foods. Our distributors 
have simply stopped ship- 
ment. -They are waiting for 
the situation to stabilise." 

Even big western con- 
sumer goods companies are 
feeling the squeeze. Uni- 
lever, which produces deo- 
dorant, shampoo, margarine 
and salad dressing in Russia 
for the domestic market, 
said this week that orders 
for its goods had almost 
dried up as distributors 
stopped ordering goods. 

The same pressures are 
battering the manufacturing 
sector. Companies which 
had divined how to keep 
afloat in Russia’s swamp of 
non-payments and barter are 
finding that their access to 
ra sh - what Russians ran 
“live money” - is drying up 
altogether. 

“For all the arrears and 
barter, we had a financial 


plan and we counted on 
receiving a bit of real 
money,” says Kakha Bendu- 
lddze, owner of several Rus- 
sian factories, Including 
Uralmash, one of the coun- 
try’s biggest machine- 
building plants. "Now the 
plan has broken down 
because money has vanished 
from the country. The metal- 
lurgical plants or oil compa- 
nies which bought our 
machines lost their money 
in treasury bills or banks 
and so now they cannot pay 
us.” 

The deterioration of Rus- 
sia’s already shaky economy 
cries out for forceful govern- 
ment action. But Russia's 
political system has proven 
to be just as weak as the 
country's economic founda- 
tions. Within days of the 
Start df the flnnnHal crisis, 
Mr Yeltsin sacked the gov- 


ernment, plunging the coun- 
try into a political vacuum. 

This baa undermined all 
three branches of federal 
authority at once, leaving 
Mr Clinton unsure as to who 
really holds the reins of 
power. The president faces 
calls for his resignation and 
the threat of impeachment 
The parliament risks being 
dissolved. And the govern- 
ment, denied legislative 
approval this week, barely 
exists at all. 

As the powerbrokers quar- 
rel in Moscow, the authority 
of the state continues to 
crumble. The Kremlin's abil- 
ity to collect taxes, one of 
the defining qualities of a 
national government, has 
been feeble for years and is 
one of the causes of the eco- 
nomic turbulence In the first 
place. Now, it is weakening 
stni farther as the sclerosis 


of the banking system makes 
it physically even harder to 
collect taxes. 

This practical problem is 
compounded by a psycholog- 
ical one. Humbled by the 
financial crisis and riven by 
Infighting, the federal gov- 
ernment is fast losing its 
political authority across the 
country. Regional leaders, 
who have long been reluc- 
tant to surrender locally col- 
lected revenues to Moscow, 
are daring outright defiance. 

Last week, for example, 
the leader of Yakutia, a 
resource-rich Siberian prov- 
ince, banned local gold pro- 
ducers from sending the pre- 
cious metal to Moscow, 
ordering them to store it in 
the local government’s 
vaults instead. 

Feuding at the top, weak 
state institutions, an econ- 
omy that could he slipping 
into hyperinflation - this 
looks like a textbook recipe 
for popular revolution, or at 
least a palace coup. Even a 
senior Kremlin official this 
week warned that Russia 
could be on the brink of a 
“popular uprising”. 

It is a tempting argument 
to make. Russian workers, 
unpaid for months, had 
began to take direct action 
even before the crisis. This 
spring, irate coalminers 
repeatedly blocked railway 
lines to protest over wage 
arrears. In depressed dries 
such as the far-eastern port 
of Vladivostok, strikes and 
demonstrations by public 
sector workers, ranging from 
teachers to ambulance staff, 
have become a weekly event 
Underpaid and sometimes 
underfed. Individual soldiers 
have taken to shooting their 
ra nmuin ding officers. 

The ranks of this mob of 
unpaid workers and angry 
conscripts have now been 
swollen by a middle class 
whose savings were eradi- 
cated by last month's rouble 
devaluation and banking cri- 
sis. 

And if, as in Albania after 
the collapse of the pyramid 
schemes, this financial hlow 
finally breaks the legendary 
patience of the Russian 
people, a popular revolt will 
have no shortage of Bona- 
partes. Alexander Lebed, the 
former general turned 
Siberian governor, Yuri 
Luzhkov, the energetic 
mayor of Moscow, and a host 
of obscure nationalist and 
communist hardliners are all 
but openly auditioning for 


the job. 

But If Mr Lebed or Mr 
Luzhkov ever make It to the 
Kremlin, it Is more likely to 
be through the ballot box 
than on the back of another 
Russian revolution. 
Although Russians certainly 
have cause to protest, sev- 
eral factors make it unlikely 
that the complaints of ordi- 
nary people will unseat the 
current establishment 
Far one thing. In contrast 
with Indonesia, where stu- 
dent and Islamic groups 
mobilised a disaffected popu- 
lace, or Imperial Russia, 
where the Bolshevik party 
machine channelled popular 
unrest, Russia lacks national 
organisations able to trans- 
form amorphous discontent 
Into political change. 

Another obstacle to out- 
right revolution Is the tal- 
ents and resources of 
Russia's economic establish- 
ment Hie country’s biggest 
businessmen used their 
political skills and control of 
the airwaves to persuade a 
reluctant Russia to reelect 
Mr Yeltsin in 1996. Those 
same structures will today 
be deployed to prevent a 
total overthrow of Russia's 
current rulers. 

Finally, in a country as 
large as Russia, revolutions 
are won and lost in the capi- 
tal city. And even though 
the waning wave of inflation 
and shortages will make 
Moscow a hit greyer than It 
has been recently, for now, 
Muscovites are too comfort- 
able to make good revolu- 
tionaries. 

Even the soggy coalminers 
camped outside the White 
House, the government 
building In Moscow, admit a 
revolt is unlikely. Many 
Muscovites, they say, sym- 
pathise with the ferocious 
declarations of the red ban- 
ners decorating their camp - 
“All Our Ministers Are Bas- 
tards!”, "Yeltsin. Resign!” - 
hut they are unlikely to help 
overthrow the establish- 
ment 

"We are standing hare, try- 
ing to wake up Russia, hut it 
is very hard to do,” says 
Ramil Gashygalln, a miner 
from the far northern city of 
Vorkuta who has been 
camped outside the White 
House for nearly three 
months. “Moscow will never 
wake up. It’s too calm, 
people live too well. And as 
for the rest of Russia, well, 
it's a big place and it’s hard 
to make ourselves heard.” 
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We have been awarded a rating that ranks us among top international banks and culminates 
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LETTERS TO THE EDITOR 


West must abandon this bloodless colonialism 


From V Anantha- 
Nagesuxtrm. 

Sir, Martin Wolfs article 
“Threats of depression” 
(August 26) raises a few 
interesting questions. First, 
it shows up the misplaced 
inflation concerns of central 
bankers in the US and in the 
UK Not that there is no risk 
of higher inflation in these 
two economies, but there are 
more pressing and calami- 
tous risks than merely see- 
ing Inflation rise from 1.5 to. 
say, Z6 per cent Second, if 
equity markets in the west 
do hold up and thus prevent 
their economies from col- 
lapsing, it would merely 
underscore the dramatic 
widening of the economic 
gulf between the west and 
the developing economies 
within a span of 12 months. 

When per capita income 
(measured in US dollars) 
sinks tenfold as it did in 
Indonesia and western econ- 
omies benefit from 
rock-bottom commodity 


prices, low inflation and 
interest rates, it ought to 
result in a serious re-exami- 
nation of business practices 
(of lending Institutions), eco- 
nomic policies (international 
trade and capital market lib- 
eralisation) and the sequenc- 
ing of economic reforms pur- 
sued by the International 
Monetary Fund at the behest 
of its major shareholders. It 
is well-known that political 
stability and institutional 
framework, prudent and 
well-functioning fiscal and 
monetary policies and a 
well-regulated and capital- 
ised banking system and effi- 
cient capital markets are 
preconditions for a country 
to enjoy the benefits and 
withstand the pains df open 
capital markets. Would it 
not have been, therefore, 
prudent for the IMF to 
ensure that these were put 
in place before it pushed 
through financial liberalisa- 
tion In developing countries 
with a fanatical zeal? 


Western lenders lend reck- 
lessly in good times and, 
when the loans fa il, they are 
bailed out, stringent and 
contractory conditions are 
imposed on the borrowing 
governments, asset prices 
collapse and a vast majority 
of the population is made 
poorer. Foreign investors 
then walk into markets 
prised open for them by the 
IMF and pick up assets 
cheaply. This modem, blood- 
less colonialism is very neat. 

If there Is some truth in 
the above analysis, the 
implications for western 
monetary policymakers are 
obvious. They should, at 
least temporarily, abandon 
chasing the ghost of Infla- 
tion. This would allow their 
economies to grow and be 
able to absorb imparts from 
countries looking to export 
their way out of trouble. The 
IMF should roll back some of 
its absurdly stringent condi- 
tions imposed on borrowing 
governments, abandon its 


insistence on capital market 
liberalisation In the borrow- 
ing countries, work to 
strengthen Institutional 
mechanisms and other pre- 
conditions necessary for 
economies to benefit from 
open capital flows. 

Western investors should 
respect local sensitivities as 
they acquire assets cheaply 
In emerging markets. Their 
governments should resist 
calls for protectionism at 
home when cheaper goods 
from the recovering econo- 
mies start arriving. If they 
all ignore this advice, their 
children may read in their 
history books that the tri- 
umph of capitalism over 
communism lasted only for a 
brief period In the last 
decade erf the 20th century. 


7.' mmJ ~ 



. : ,J 




• H 


— " 

... 4 

- -y- 


■ 


60! 


• 

■ -v ' 

1 


•1 


1 • . ji*? 


' 





■- 

• • 

... . l-4 



wm 

;-v • 

.; .v.> 


- **•- 


*r v ! 


’ i. .. 


E3 

.. - -\ J 

■■ 

:•&#» 



: 


■ « : 

•. > .4 


•4- ; 


. -r •*«,' 


r'V 

h : i 



1 ‘ T-J - 

V;.-t 

■ •' 



. ■*** 

■V : 


* ' 1**1? • ; 



re** 


The eh; 
for the 


iHcnue 


1(1! 


*■ 

’ 

*:-■**» 

v; 




•TT' 

■:n 


’V- 




ar*4 

h-- * : 

-eaaW 


V. Anawtha- Nageswaren. 
Credit Suisse Private 
Banking, 

General Wflle Strasse48, 
8706 Feldnieflen, 
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BA best placed for risks 


From Mr Nick Rouse. 

Sir, Lex suggests (“British 
Airways/Airbus", August 26) 
that BA’s aim in negotiating 
its deal for new aircraft 
includes shifting the risk of 
ownership back towards the 
supplier. This reflects an 
increasing trend for busi- 
nesses to avoid the risks of 
ownership of assets, notably 
through passing the risk to 
financial institutions 
through various types of 
operating lease. But is this 
sensible from the point of 
view of particular businesses 
or as a method of handling 
the risk more generally? 

It is a good axiom of risk 
management that risks are 
best taken by the person 
with the greatest knowledge - 
and ability to control them. 
In this way the costs of 
hedging such risks are kept 
to a minimum, as someone 
who does not understand the 
risk ought to extract a high 
price to cover for situations 
that could go wrong. 

In the case of BA, there is 
a strong case for saying that, 
as a leading user of aircraft. 


BA is in the best position to 
manage the risks of owner- 
ship. Not only will it under- 
stand what is driving future 
residual values, it is also in a 
position to time the sale of 
second-hand aircraft by 
using them a little bit longer 
or shorter to ensure that 
they are sold into the best 
marketplace. Suppliers or 
financial institutions cannot 
do this anything like as eas- 
ily as a user. 

Moreover, BA gives up not 
only the risks cf ownership 
but also the rewards from 
getting the timing right to 
sell aircraft at a profit. It 
may well be that BA is seek- 
ing to negotiate a share of 
any upside in residual val- 
ues, but theoretically at least 
this should only push up the 
cost of paying for the risk 
being taken by the suppliers. 


Nick Rouse, 
risk director, 
Barclays Mercantile, 
Chur chill Plaza, 
Churchill Way, 
Basingstoke, 

Hants RG21 7GL, UK 


Ads on the internet can produce 
a click-through rate to die for 


From Mr Bay Taylor. 

Sir, “Net ads fail the soap 
test” (August 28) expresses 
the view that internet adver- 
tising banners “rarely 
attract more then a glance”. 
One wonders, then, why the 
financial Times continues to 
offer internet advertising 
services on its own web site, 
fi.com. 

There is no evidence 
quoted to illustrate points 
such as: “Even b an nor ads 
for exciting, internet-related 
products and services pro- 
duce lamentably few dicks.” 
In fact, a good internet 
advertising campaign will 
typically produce click- 


through rates of between l 
and 5 per cent — the kind of 
response direct marketers 
would die for. 

The truth is that a prop- 
erly managed internet adver- 
tising rampaig n ran produce 
very good response from the 
right kind of audienc a .True , 
the wwilmn is hi g hl y experi- 
mental when compared with 
established media. But it is 
already the fastest-growing 
new medium of all time. , 
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Ray Taylor, 
director, 

NMC/Adplan, 

77 Stanhope Grove, 
Beckenham, Kent, UK 
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Consultants with a prior claim 


From Jan Har r in gto n. 

Sir, Lupy Keflaway dnimn 
that Florence Nightingale 
was the world's first man- 
agement consultant (August 
31). I think the following are 
earlier candidates with at 
least as good a claim: Sun 
Tsu, whose book The Art of 


Warfare is stifl a bestseller 
and MachiaveHi. whose book 

The Prince is Ml of manage- 
ment consulting ideas. 


’ AF* 


Jan Harrington, 
PO Box 748, 
New York, 

NY 10116, W 
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Malaysia yesterday introduced 
wide-ranging capital controls, 
which effectively withdrew the 
ringgit from the international 
fi n a n cia l system. Along with the 
Hong Kong government’s recent 
intervention in the stock market, 
this could be the beginning of a 
backlash against the mantra of 
free markets. A major rethink of 
attitudes towards capital flows is 
therefore urgently needed. ‘ 
Capital controls have become 
dirty words in today's economic 
orthodoxy. But as the crisis in 
south-east Asia showed, unfet- 
tered movement of capital wm 
have devastating effects. In the 
face of such difficulties, FThina 
might be considered as an exam- 
ple of the advantages of controls. 
It has all the signs of vulnerabil- 
ity to speculative -currency 
attack: a faltering economy, 
closely linked to the rest of Asia; 
a banking system riddled with 
bad debt and widespread corrup- 
tion. Yet it has maintain pH its 
currency peg whilst reducing 
interest rates, thanks to the non- 
convertibility of the renminbi. 

Capital controls allow the 
delinking of domestic monetary 
policy from exchange rate move- 
ments. Under certain conditions, 
this could prove a way forward 
for the Asian crisis economies. 
These countries have an urgent 
need to restructure their banking 
sectors, whilst maintaining tight 
monetary policies in order to 
keep their currencies stable. But 
these two policies do not sit eas- 
ily together. It is difficult to 
organise a large-scale bank 
restructuring when any extra 
liquidity leaks out of the country. 
Controls on short-term capital 
would give these countries 
greater monetary flexibility, 
making banking sector reform 
easier. Lower interest rates 
would also give a welcome 
short-term boost to growth. 

Argument for controls 
This is an argument for tempo- 
rary capital controls in time of 
crisis. More radically, some econ- 
omists say controls on short-term 
capital should he a standard part 
of policy for emer g in g markets, 
in order to avoid the destabilising 
capital inflows and outflows 
that were at the heart of 


the Asian crisis. 

Attractive as this sounds, capi- 
tal controls are far from a pana- 
cea: there are good reasons why 
they have fallen out of popular- 
ity. If they are to he used, it must 
be for the right reasons, and be 
subject to strict conditions. Three 
factors must be considered. First, 
any controls must be limited to 
short-term capital flows, and 
must not be extended to longer- 
term flows such as direct invest- 
ment, .which are essential to 
growth in developing countries. 
Care must also be taken that 
restrictions which target 
short-term flows are not so com- 
plicated that they discourage 
long-term Investment. 

The simpler, the better 

Second, capital controls are 
often subject to avoidance, distor- 
tion and corruption. Generally, 
the simpler controls can be made 
the better. 

Third, and most important 
capital controls must be used to 
assist reforms, not to avoid them. 
The discipline of the financial 
markets, however unfair, has at 
least forced some governments 
into taking actions that might 
otherwise never have happened. 
Capital controls are 
double-edged sword. They create 
better conditions for reform, hut 
they lessen the incentive to 
undertake it by reducing the 
costs of doing nothing. 

It remains to he seen which 
course Malaysia will take. But 
the indications are not good. 

Mahathir M ohamad, the prime 
minis ter, has shown little enthu- 
siasm for the restructuring that 
Malaysia clearly needs. His com- 
ment yesterday that the capital 
controls would allow the govern 
ment to relax the criterion for 
non-performing loais was hardly 
a sign of a change of heart. 

The issue of how to deal with 
short-term capital flows is now 
one of the most pressing on the 
International economic agenda. 
The International Monetary 
Fund/World Bank Annual Meet 
ing, which starts this month, 
must start to consider the 
uncomfortable possibility that in 
some cases, and under strict con- 
ditions. capital controls could 
indeed be the least-bad option. 


The challenge 
for the ECB 
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Central hankers do not like 
surprises. European policy- 
makers had been looking forward 
to a comfortable launch of the 
euro next January. When 11 
countries including Italy signed 
up for the single currency in 
May, the talk was of a European 
boom, not a global recession. 

Four months on, the economic 
prospects look very different. Yet 
despite Russia’s collapse, Asia's 
financial crisis, signs of conta- 
gion in Latin America and a 
sharp fall in stock markets across 
the world, the European Central 
Bank is still sanguine about the 
launch of the euro in January 
1999. The governing body of the 
ECB did not change its official 
agenda at this week's meeting, 
although it did discuss the Rus- 
sian crisis. Largely, it stuck with 
housekeeping issues. 

Russia's collapse, so much 
closer to home than that of Asia, 
has spread anxiety in Europe's 
financial markets. There was 
minor speculation against the 
lira last week. Spreads between 
German and both French and 
Italian bonds have widened fol- 
lowing Russia's default and 
devaluation. There has been a 
flight to quality. 

But talk of delaying the launch 
of the euro is completely mis* 
placed. Delay would create a 
financial maelstrom, which 
would very likely engulf the 
whole project. It would take an 
inconceivable reversal for 
Europe’s leaders to caned a proj- 
ect in which they have invested 
so much political capital. 

If anything, turbulence in the 
world economy has st re ngth ene d 
European politicians 1 resolve for 
Emu. Currency turmoil in Den- 
mark, Sweden and Norway - out- 
side the euro-bloc - is far 
greater than the recent mild 
tremor in Italy. 

Sense of perspective 

Moreover, it is important to 
keep the effects of Che current 
trouble on Europe's economy In 
perspective. True, Asia's crisis 
will reduce significantly Euro- 
pean exports to the region. How- 
ever, the ECS appears confident 
that the deterioration in ex te rnal - 
balances will not be enough to 
slow growth in the euro-zone 
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next year much below forecasts 
of &5 per cent This would cer- 
tainly not cause European gov- 
ernments to collide with the fis- 
cal deficit limits agreed in the 
Maastricht treaty. 

Too soon to ease 

Nevertheless, the change in 
world conditions has prompted 
US central bankers to contem- 
plate easing monetary policy. 
Should their counterparts In 
Europe do the same? The answer 
is: not yet 

European central bankers are 
unlikely to cut rates in anticipa- 
tion of imputed deflation or to 
offset foiling' 'equity markets. The 
economic effects of falling Euro- 
pean markets are less serious 
than those of a big drop on Wall 
Street. Far more household 
wealth is held In equities in the 
US than in Europe. Before acting 
on interest rates, the ECB would 
require tangible evidence that 
falling stock markets were affect- 
ing the real economy. 

As thing s stand, the ECB will 
not be dismayed by the current 
correction. European stock mar- 
kets are still well up from the 
start of the year. Although the 
wealth effect in Europe is lim- 
ited. the fall in equities wifi also 
bear down on European inflation, 
which on present forecasts is 
expected to he less than 2 per 
cent next year. 

Europe’s central bankers face a 
delicate task in the next few 
months. They need to achieve 
convergence in interest rates in 
line with the Maastricht process, 
against the grain of a turbulent 
market 

But when It takes over in Janu- 
ary, the ECB’s job wiB be even 
harder. It will have to balance 
the need to establish credibility 
against wider responsibilities to 
the world economy. 

Europe is now in only its sec- 
ond year of recovery. The risk is 
that the ECB. by seeking to be 
more orthodox than the Bundes- 
bank, will snuff out d em a n d. This 
would be a terrible error. Worid 
deflation remains as great a risk 
as E u ro p ea n inflation. The ECB 
needs to ensure that Europe is in 
a position to take over as the 
engine of world growth if the US 
falters. 
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Severe and risky correction 

Richard Waters, Gerard Baker and Philip Coggan look at the reasons behind two days of 
stock market volatility and consider whether this could turn a slowdown into a slump 


I t was a day of wildly gyrat- 
ing share prices after a 500- 
point fan on Wall Street the 
day before. Since its peak 
on July 17, the Dow Jones Indus- 
trial Average has fallen by nearly 
a fifth and has lost all its gains 
this year. Some European equity 
markets - notably F rankf urt, 
Madrid and Zurich - have also 
experienced 20 per cent slides 
from their July highs. 

Is this the end of a correction, a 
point from which shares can 
resume their climb? Or the start 
of something worse, a full-scale 
reversal of the bull market of the 
past decade? 

If this is a correction, the 
effects could be relatively mod- 
est. The Organisation for Eco- 
nomic Cooperation and Develop- 
ment has es timated that a 20 per 
cent fall in the stock market 
would reduce the growth of US 
gross domestic product by only 
0J2 percentage points in the first 
year and the growth in European 
gross domestic product by 0.1 
points. In the second year, US 
growth would be 0.6 per cent 
lower and Europe’s 0^ per cent 
But if it is the beginning of a 
bear market there are big impli- 
cations for everything from pub- 
lic policy to private pensions and 
from the US to emerging mar- 
kets. 

Policy would be affected 
because, if Americans began to 
save more as a result oflossee on 
Wall Street, the result (other 
things hong equal) would be a 
fall in US public savings - that is 
a rise in the budget deficit lead- 
ing to higher interest rates. A 
prolonged bear market would 
also affect pensions and other 
financial instruments; the way in 
these are financed would have to 
change in an environment with- 
out high-risk, high reward assets. 

At the moment many market 
participants appear to believe 
that the fall is still a correction, 
rather than something worse. 
The volatility in share prices yes- 
terday suggests that few inves- 
tors are ready to call the turn 
yet “We had a lot of the panic 
selling yesterday - but we proba- 
bly haven’t had a classic selling 
climax yet" says Jeffrey Apple- 
gate. equity market strategist at 
T^hman Brothers and one of the 
biggest champions of the bull 
market 

On this view, what is happen- 
ing is that the perception of risk 
has returned to the stock market 


with a vengeance. In the spring, 
the supposedly “perfect" combi- 
nation of a US economy powering 
ahead and an Asian slump that 
was faking the edge off global 
inflation meant that Wall Street 
had set aside many of its fears. 
The classic measures of financial 
market risk - corporate bond 
spreads and the risk premium 
that investors had traditionally 
demanded for owning stocks 
rather than bonds - had fallen to 
almost nothing. 

The sense of risk has been 
creeping back into the credit 
markets for- same thna. The yield 
spread on corporate bonds (the 
difference between what the Fed- 
eral government and US compa- 
nies pay to borrow in the bond 
market, and the best measure of 
perceived corporate credit risk) 
has been widening steadily. 

Now it has returned to the 
stock market too. The immediate 
reason is Russia, and two broader 
worries that events in Russia 
have crystallised. 

One is the potential damage 
from a shock to the world's finan- 
cial system. Lack of liquidity in 
the emerging marke ts and credit 
losses have a way of feeding on 
themselves, creating a vicious 
circle of collapsing credit that 
has already consumed the Asian 
banking system and is bruising 
banks in Europe and the US. 

The other is the danger that 
the market crisis may propel the 
global economy into a recession, 
with a severe impact on corpo- 
rate profits. There’s a big risk 
creeping into the global economy, 
at a time when there’s no leader- 
ship coming out of Washington. 
Tokyo or Moscow." says Ed Yar- 
deni, chief economist at Deutsche 
Bank Securities. 

As the perception of risk has 
risen. Wall Street's attention has 
shifted back on to the uncertain 
outlook for American companies, 
hitting share prices from two 
directions at ones. - 

The rising risk premium is eat- 
ing into companies’ price/earn- 
ings multiples, dragging them 
hack from their historic highs. 
Shares in the Standard & Poor’s 
500 index, which were trading at 
more than 23 times their future 
earnings as recently as last 
month, can now be bought for a 
multiple of 18 times - a consider- 
able deflation, though still higher 
than the long-term Dorm. At the - 
same time, concern about corpo- 
rate profits has been mounting 


steadily for some time, also chew- 
ing away at share prices. 

That marks one important dif- 
ference with the stock market 
correction of 1987. At that time, 
earnings prospects were improv- 
ing says Mr YardenL The global 
economic growth that followed 
the market disruption provided 
the backdrop for a steady 
increase in profits. 

This time around, the outlook 
is flat or getting worse. “We’ve 
had some pretty brutal profit 
declines" for oil and other com- 
modity-based companies, as well 
as the technology companies that 
were looking to Asia as a source 
of profits, says Dick Hoey, an 
equity fund manager at Dreyfus, 
a US mutual fund group. 

On this basis , it seems unlikel y 
the US market will bounce back 
soon. Equally, there will not nec- 
essarily be a broad r^iiapw in 
earnings and share prices, either. 
According to Mr Applegate, 
around 90 per cent or US corpo- 
rate profits are earned at home or 
in western Europe. That would 
suggest that the financial and 
economic contagion in interna- 
tional markets will have only a 
limited effect, and that the bot- 
tom has already been reached for 
US share prices. 

But that depends critically on 
the real economy and, in particu- 
lar, on whether the faD in share 
prices might itself result in lower- 
economic activity. 

Economists have fretted for 


The negative wealth 
effect could be 
greater than the 
positive effect by a 
factor of two* 


some time that the domestic US 
economy has become much more 
vulnerable to a significant 
decline in equity prices. Accord- 
ing to the OECD, equities are 39 
per cent or US personal sector net 
wealth, compared with 8 per cent 
in Germany and 13 per cent in 
France. 

Widening share ownership - 
by some measures, more than 
half the population is now 
directly exposed to the stock mar- 
ket - has heightened the sensitiv- 
ity of domestic spending to a 


market slump. 

If an extended fall in share 
prices were to depress demand at 
home over the next year, the 
implications for the rest of the 
world would be chilling. The US. 
which accounts for a fifth of 
global demand, has been the 
principal support for world 
growth as recession has spread to 
other regions over the past' year. 
If that US prop is about to be 
kicked away, the recent talk of a 
global depression may not seem 
far-fetched. 

In fact, the equity market tur- 
moil of the past week is only a 
part of the much broader pattern 
that makes up the US economy. 
For the past year, domestic 
demand has been remarkably 
strong. The long bull market bas 
been an important, but by no 
means the only, element in tha t 
Also fuelling demand have been 
low unemployment accelerating 
wage growth, falling long-term 
interest rates, and a steep drop in 
commodity prices. 

On the negative side have been 
the trade effects of the interna- 
tional turmoil, fiscal policy, 
which has been getting steadily 
tighter as the federal budget defi- 
cit has gradually disappeared, 
and. more recently, the sharp 
slowdown in profits growth. 

Because of these problems, 
almost all economists expect 
domestic demand growth to slow 
somewhat, as the Asian effect 
increases and the hit from profits 
affects investment. The question 
is whether the falling stock mar- 
ket will turn that expected slow- 
down into a recession. 

Conventional estimates by 
economists at the Fed and else- 
where suggest that consumers 
spend about 3 to 5 per cent of any 
g»irm they make when asset val- 
ues appreciate - the so-called 
“wealth effect" on consumption. 

In the past three years, the 
equity market has added roughly 
$4 ,500b a to total household 
wealth. That would suggest the 
bull market has boosted con- 
sumer spending by as much as 
S225bn over three years, or a 
little over l per cent of GDP. 

Even if the stock market 
decline were to continue and 
wipe out all of the gains of the 
past three years - which would 
mean a further 30 per cent or 
more decline from today’s values 
- the loss of 1 per emit of GDP 
would be serious, but not cata- 
strophic. 


The doubt is whether such a 
big share price decline could stop 
there. Some economists argue 
that the negative impact of a SO 
per cent decline would be greater 
than the positive impact of a 50 
per cent rise. This is because 
much of the investment has been 
in the form of provision for 
retirement fay Ameri cans now 
approaching pensionable age. 

As Stephen Roach, chief econo- 
mist at Morgan Stanley Dean 
Witter argues, that makes the 
average investor likely to be 
more cautious following a 
decline. “The negative wealth 
effect could well be greater than 
the positive effect by a factor of 
as much as two," he says. 

Furthermore, the financial con- 
dition of the private sector over- 
all. including corporations, is not 
healthy. As Wynne Godley, an 
economist at the David Levy 
Institute in New York, has 
pointed out. the US private sector 
financial deficit is larger than it 
has ever been. Personal savings 
are close to zero and overall the 
private sector is running a big 
deficit. A sustained market down- 
turn could force individuals and 
companies to retrench substan- 
tially. 

In short, the immediate impact 
of a falling market may be small 
in a moderately vibrant economy. 
But if the market fall is sus- 
tained. the outlook could get 
much grimmer. 

Where does this leave policy? 

Many economists believe the 
Federal Reserve must now cut 
interest rates. They say that, 
while the immediate effects of 
the market trauma may be lim- 
ited so far. the outlook is getting 
increasingly gloomy. Interna- 
tional turmoil is creating a risk 
of a slump, they say , and with 
inflation virtually absent from 
the US economy, the central 
bank needs to show itself ready 
to ward off a catastrophe - per- 
haps as part of an internationally 
co-ordinated effort 

The Fed remains watchful but 
not yet ready to come to the res- 
cue of world markets. While 
there are concerns about both 
the causes and the effects of the 
current instability, US growth is 
still buoyant and some policy- 
makers fear a precipitate cut in 
rates could lead to an unhelpful 
resurgence in equity prices and 
inflationary pressures. Another 
big drop, of course, and that view 
would almost certainly change. 


OBSERVER 


Labor candidate 
goes with the flow 

The southern Sydney marginal 
seat of Hughes should provide 
one of the more entertaining 
contests in the Austrian 
election campaign. 

Voters have spent much of the 
last couple of months boBing 
water to make it safe to drink 
and Labor candidate David HH1 
can expect a few questions 
about why the city which is 
hosting the Olympic Games in 
2000 can’t seem to manage a 
reliable supply of clean water. 
Even now, a week after the 
second water warning, 
Sydneysiders have been tdd only 
that it’s “probably* safe to drink 
the stuff that comes out of their • 
taps. 

Hin should have some answers 
he has just quit as chairman of 
Sydney Water. Given the current 
po pulari ty of the state-owned 
purveyor of H s 0, he might have 
been better off finding another 
tytonin in. 

The whole affair has been a 
pubfc relations disaster for 
Sydney. Just days after 
Australia's flagship city topped a 
' “poll of tourist destinations, 
residents were told to bofl . 
their tap water. 

After a week, Sydney Water 

gave the all-clear - only to 
announce shamefacedly last 
week dial contamination by 
Cryptosporidium and giardia 

parasites was even worse than 


before. Hundreds claimed to 
have suffered sickness, and this 
week companies launched 

lawsuits claiming loss of . 
business. 

Sydneysiders are now studying 
reports on the extensive foreign 
travel undertaken by Sydney 
Water officials In the past year - 
a total of 136 overseas trips by 
about 30 executives to 
destinations including France, 
Scotland, California, Italy and 
Thailand. 

AH that burning 14) of jet fuel 
didn’t avert the water poDutron, 
but Sydney Water is putting a 
brave face on it When the bugs 
bft, it says, the valiant voyagers 
knew just which foreiyi 
specialists to call for help. 

Moral high ground 

Not everyone In Moscow is 
pleased to see Bill Clinton, but 
the US president isn't likely to be 
greatly disturbed by the less than 
gracious welcome he was 
accorded In the Duma, the 
Russian parliament as he jetted 
In for his summit with Boris 
Yeltsin. 

Vladimir Zhirinovsky, leader of 
a potitical party that lurks on the 
outer fringes of nationalism, told 
deputies the saxophone- playing 
presidents visit was “untimely, 
especially considering his recent 
moral scandal". He advised 
Clinton to go home, abandon 
HiUary and marry Monica 
Lewinsty. 

“We,. as individuals with high 
) 


moral character, would prefer not 
to meet a person who still can't 
sort out his relationship with his 
secretary," he added. 

The Duma may have derived 
some amusement from 
Zhirinovsky’s high moral tone. 
After an, unlike the Russian 
politician, Clinton hasn't been 
filmed beating up atemale 
deputy on the floor of parliament 
Not has he boasted about 
Infidelity or made a film in which 
he cavorts with naked women. If 
he had, Kenneth Starr would 
have mentioned It 

In the money 

The birth of Europe’s single 
currency may stiU be four months 
away but Artel Springer, the 
German newspaper combine, is 
getting its shot at the euro in 
early with the launch next month 
of the business weekly Euro am 
Sonntag. 

The choice of name seems a 
brave one. While most Germans 
are resigned to the arrival of the 
euro they have not yet learned to 
love it as much as the dear old 
D-Mark. But It does raise a 
question for other publishers. 
What, if anything, happens to the 
title of the popular magazine DM 
once the D-Mark is no more? 

Stealth bomber 

If Sudan really is part of a 
high-tech “global terrorist 
network”, as the US claims, it 
has a bit of catching up to do. 


Further details have emerged of 
the American cruise missile 
attack on- an alleged chemical 
weapons factory on August 20. 

Over quiche kxraine and 
chocolate cake at a tea party in 
Khartoum, a senior minister said 
Sudan had had no idea that it 
was under attack until the 
missiles were over the city. The 
country has only two radar sites. 

But the radar at Khartoum 
airport has a range of 200 miles. 
It isn't much, but surely it would 
have been enough to give some 
warning. “In theory, yes," said 
the minister. "The problem was 
that that night the radar was not 
working. There was a power 
cut" 


Congo line 


Disgruntled Canadian 
businessman Robert Stewart has 
been at the non-aligned summit 
in Durban, South Africa, shamg 
with journalists at his frustrations 
about doing business in Laurent 
Kabila's Congo. 

Stewart, now advising an 
opposition group he hopes will 
be kinder to his mining Interests, 
recalls going along with the then 
finance minister Mwana Nanga 
Mawampanga when he dropped 
in on World Bank chief James 
Wotfeneoftn last year. 

Mawampanga went for the 
dismissive approach: “I don't 
need the World Bank.” 
Wolfensohn replied: “Yeah, you 
may not need us. But you owe 
us $13bn - and we need yew." 


100 years ago 

Economic Troubles In Russia 
The epoch-making 
pronunciamento of the Czar, 
urging the wsdom of universal 
disarmament, has not 
unnaturally aroused a good 
deal of Merest in the 
economic conditions obtaining 
at the present time in His 
Imperial Majesty’s far-reaching 
dominions. Cynics have 
suggested that the startling 
memorandum was inspired by 
the knowledge that a 
continuance of military 
expenditure on the present 
scale would sped grave 
embarrassment in Russian 
financial circles withki a 
comparatively short fane. 

50 years ago 

French Catenet Talks 
Paris, Sept 1 . French 
Premier-Designate M. Robert 
Schuman, approved by a 
narrow majority in the National 
Assembly, continued 
Cabinet-forming talks with 
party leaders to-night, but did 
not expect to end them before 
to-morrow. This afternoon he 
said that it was not in his mind 
“for the time being* to try to 
form a Government entirely . 
from his own party. The 
Socialist parliamentary group, 
whose opposition brought 
down the last two Cabinets, 
met twice to-day to decide 
their attitude. 
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D for dominoes 


The slide in global markets may have 
come to a temporary halt But they are 
still haunted by three “Ds" - default, 
dominoes and deflation. 

Yesterday Malaysia ratcheted these 
fears up a notch by imposing exchange 
controls. In itself; the Malaysian economy 
(like Russia's) Is too tiny to have much 
direct Impact on Europe or the US. The 
concern, rather, is that it could trigger 
copycat action in other emerging markets 
- particularly with respected academics 
like MTTs Professor Paul Kingman advo- 
cating capital controls. 

Malaysia is, in ef fe ct, tof ifr ig sharehold- 
ers that their money is trapped for a year. 
That is not quite as bad as Russia's 
defaulting on its debts, bat it comes a 
close second. Investors, such as hedge 
funds, needing to sell Malaysian stocks to 
meet margin calls will not be able to do 
so. 

Moreover, now that even Hong Song is 
fiddling with the operation of free mar- 
kets, policy measures that only a few 
weeks ago would have been unthinkable 
cannot be completely discounted. The 
probable effect will be to accelerate the 
capital flight from emerging markets. 

Default 

Losses by hedge fends or banks are, in 
themselves, no reason to weqp. It could 
teach them the welcome lesson that they 
cannot rely on the International Monetary 
Fund to bail them out of difficulties. The 
snag is that defaults by hedge funds or, 
even worse, banks would raise the spectre 
of contagion spreading to the heart of the 
developed world. 

The red flag was raised over Hong Kong 
yesterday when several of the territory’s 
banks were downgraded by credit rating 
agencies, With high capital adequacy 
ratios and a low level of non-performing 
loans, there is no immediate danger. But 
asset prices are still felling and the credit 
crunch is triggering more business 
failures. 

Banks in the UK and the US are still 
less vulnerable, since bank balance sheets 
are strong after several years of good prof- 
itability. They may be losing money: 
Britain’s Barclays Bank, for example, yes- 
terday revealed £250m losses In Russia 
and another £75m elsewhere. But that is 
still small beer in the context of Its £20bn 
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market capitalisation. 

Continental European banks look more 
exposed. German banks, for example, 
have large loans out to Russia. But a high 
proportion of these la covered by the 
state-backed Hermes insurance scheme. 

That said, there is still a chance that a 
second-tier bank somewhere in Europe 
could find itself caught short. Normally, 
that would not matter too much - the 
responsible central bank could either pro- 
vide liquidity to the struggling hnnv or 
close it down and provide liquidity to the 
rest of the system. Unfortunately, in the 
current interregnum before economic and 
monetary union, it is not clear who would 
act as a lender of last resort With hide, 
Europe's central bank governors will have 
put in place some contigency plan at their 
meeting yesterday. 

The global turmoil has also raised new 
questions about whether the Emu project 
itself could be vulnerable. Some jitters are 
visible in the wobble of the Italian lira 
versus the D-Mark, but the shift has not 
been large. Anyway, Europe's central 
h anks have the capacity to defeat any 
speculative attack - provided political 
backing for the project remains solid. 
And, given the buffeting experienced by 
other economies, the protection afforded 
by Emu's cordon samtaire must seem all 
the more attractive. 

Deflation 

Though, there is little chance of Europe 
or the US themselves feeing a financial 
crisis, the backdrop is negative. Outright 


recession or deflation is not at this stage 
likely. But gr owth is bound to take a 
knock. 

The biggest concern is in the US. The 
dangers of a virtuous circle turning 
vicious are obvious. With the bulk of this 
year’s stock market gains wiped out, US 
households may choose to curtail spend- 
ing, hurting real economy imuHng 
to further fells in equity prices. So far, US 
retail Investors «wm to be holding their 
nerve. The worry is the market’s turmoil 
will bring about a psychological shift in 
investors' thinking With fundamentals so 
uncertain, any significant rally could well 
trigger widespread selling. 

This reverse “wealth effect” is likely to 
be less in Europe, where stock market 
investment by private individuals is not 
as important. Indeed, given Europe’s pea- 
chant for holding bonds - whose prices 
have soared - there could conceivably be 
a positive impact But that is Bmall com- 
fort If Wan Street takes another lurch 
downward, Europe will follow. 

M&A 

Wan Street’s investment bankers must 
be hanging an to their hats. Most of this 
year's big all-share mergers are deep 
under water - with some of them just 
weeks from closing. Citicorp’s stock, for 
instance, has fallen 27 per cent since it 
announced its April marriage to Travel- 
ers, which is Itself down 31 per cent Ban- 
cOne and its partner, First Chicago NBD, 
have each lost more than a third of their 
value. But as long as their stocks fell is 
tandem, as most have, the spread between 
the offer and the target’s price is not 
materially changed. Investors in either 
company are thus unlikely to press for a 
renegotiation of terms, unless one party 
reveals concrete bad news - as happened 
in the Ciena/Tellabs deal. 

Stock market volatility has also closed 
the market for initial public offerings. But 
the summer is a quiet period in any case. 
The real test will come later this autumn. 
With big offering s like Goldman Sarfin and 
DuPont's Conoco spin-off. Investors will 
continue to have an appetite for high- 
quality companies. Prospects for blu&aky 
technology issues, like internet stocks, are 
much less certain. But the pricing of all 
offerings will be effected by the recent 
turmoil. 
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Europe today 
High pressure over Scmdlrimta 
win bring sunshine after a cool 
start. Franca and western Europe 
wW have locally heavy rain and 
thunderstorms as the fading former 
hurricane Bonnie movie in from 
the west There may be further 
showers and thunderstorms across 
western Germany. Switzerland and 
the Alps late in the day. Most of 
eastern Europe wflf be dry wtth 
sunny intervals. The south of the 
Iberian peninsula, ita/y and Greece 
w3 stay hot and sunny. 

Rva-day forecast 

Heavy rain and thunders to rms wffl 
move east across northern Italy, 
Austria and Germany tomorrow, 
reaching eastern Europe on Friday. 
Northern Scandinavia, the Battle 
states and western Russia wfl 
remain fine, but It wH ba cold at 

night North-western Europe wfll be 
unsettled, but the Mediterranean 
wW remain moody sunny, 
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Malaysia pulls ringgit 
out of currency markets 

Investors react swiftly as Mahathir imposes draconian controls 
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By Sheila McffuRy In Kuaia Lumpur 


Mahathir Mohamad, the Malaysian 
prime minister, imposed stringent 
currency controls yesterday to pull 
the ringgit oat of international 

fmnnrial markets . 

Dr also announced dra- 

conian restrictions on currency hold- 
ings by Malaysian residents and for- 
eigners In an attempt to regain 
authority over his deteriorating 
economy. 

Foreign investors reacted swiftly, 
poshing the benchmark stock index 
down IS per cent to 282.70 points - 
almost SO per cent lower than Its 
pre-crisis peak. 

"People can no longer stay with 
the fre e-market system,” Dr 
Mahathir said. “The world is not 

moving ahead. It Is moving back- 
ward.” 

Dr Mahathir has feTinwi the trad- 
ing in ringgit instruments among 
offshore hanks and stopped Malay- 
sian Institutions offering domestic 
credit facilities to non-resident 
hanirq ami stockbroking companies. 

He flTmnrnraafl tha t fha Mil 00m in 


cash circulating outside the country 
must be repatriated within one 
month or It will have no value. 

Residents cannot take more than 
MS10.000 worth of foreign currency 
out of the country. They require 
prior approval to make payments to 
nonresidents to invest abroad more 
than the equivalent of MgKMXX) in 
foreign currency. 

Foreigners who sell shares cannot 
repatriate naming s for a year. Dr 
Mahathir said. At the same time, 
travellers cannot bring In or take 
out more than M$1,000 cash. Pay- 
ment for all exports and imports 
must be made In foreign currency. 

The currency controls are so com- 
prehensive - and unorthodox - that 
a row last week over their imple- 
mentation prompted the resignation 
of Ahmad Mohamed Don as central 
hank governor, and that of his dep- 
uty, Fong Weng Phak. 

The ringgit strengthened as inves- 
tors rushed to cover short positions, 
but then trading halted as offshore 
dealers attempted to determine how 
they will settle trades under the new 
system that brings all trading 


onshore. Offshore banks simply 
stopped quoting the ringgit 

Economists suspected a fixed 
g yrfiang a rate would come next and 
Dr Mahathir alluded to it But the 
central hunk insisted the value of 
the ringgit would be determined, by 
market forces. 

“This is definitely a step back- 
wards,” said Paul J. Alapat senior 
economist at indosuez W.L Can- 
Securities. “It is an effort to dose 
the doors and reflate the economy.” -.' 

Some economists suspected the 
plan might work in the medium 
term if those with ringgit abroad 
bring it back instead of converting ft 
Into foreign currency, and no more 
outflows are permitted. But, either 
way. reforms of the banking and cor- 
porate sectors must take place. 

"It's not a long-term sustainable 
solution,” said Neil Saker, bead of 
economic research at SG Securities. 
“Over time, the growth impetus will 
start fading away ” 

See Lex 

Markets haw failed, Page 3 
Editorial Comment, Page 11 
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US government accuses Microsoft 
of intimidating other sector giants 


By Richard Wolffe la Washington and 
Ludse Kahoa In San Ftondsco 


The US government broadened Its 
legal attag ir on Microsoft yesterday 
by accusing the world's largest soft- 
ware company of trying to intimi- 
date sector giants to protect its 
monopoly position. 

In court flifng B published yester- 
day, the justice department and 20 
state attomeys-general shifted then- 
case away from the battle over the 
marketing of internet software and 
towards Microsoft’s monopoly posi- 
tion in the wider comp u t e r industry. 

The government said the company 
had sought to stop Intel, the world's 
largest microprocessor producer, 
from developing its own software. It 
also said Microsoft further 
attempted to stop Apple, its bitter 
rival in operating systems, from 
marketing internet video software in 
competition with its own. 

Microsoft's attempts to win agree- 
ments wtth rivals was “part of a 


pattern of using its control over the 
monopoly operating system to make 
competing products operate, or 
appear to operate, less effectively' 1 , 
the government said. 

The government’s arguments 
mark a turning point in nine years 
of antitrust investigation of Micro- 
soft and litigation, initially by the 
Federal Trade Commission and then 
by the justice department 

In its initial lawsuit filed in May, 
the government accused the com- 
pany of attempting to stifle Netscape 
Communications, Microsoft's inter- 
net software rival. 

The government has hesitated to 
broaden its case, partly because of 
the difficulty of devising remedies 
that would prevent continued 
alleged abuses. A break-up of the 
company, for example, could have 
substantial negative effects through- 
out the US computer industry. 

The new allegations came as the 
government is attempting to bolster 
its case. However, much of the 88- 


page document was a response to 
Microsoft’s motion to have the case 
dismissed as well as the company’s 
arguments concerning its activities 
in the browser market 

The government also accused 
Microsoft executives - particularly 
Bill Gates. Its founder - of “an 
astonishing lack of recall” in inter- 
views about their actions. 

Microsoft dismissed the new alle- 
gations as “groundless” and said it 
was “unfortunate that the govern- 
ment had lost faith In the substance 
of its case and was now resorting to 
gratuitous name-calling". 

“All of our executives have been 
very cooperative with the govern- 
ment investigators and answered 
every question to the best of our 
abilities. It is clear that the facts do 
not support the government case, so 
it is not surprising that the govern- 
ment does not want to hear the 
facts,” ft said. 


Justice department wHsos net, Page 7 
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Italian bank branches out but 
strategy is rooted at home 

Banca Popotare dl Verona, the Italian regional 
co-operative bank, seems unconcerned by the 
Asian financial turmoil, it has opened an office 
In Hong Kong to support its small and medium- 
sized corporate customers; But it insists its 
strategy remains rooted in Italy. Page 16 

SWX to open office fn London 

The Swiss Exchange, Europe’s fourth biggest 
stock exchange, is to open an office In London 
in a bid to regain its position as Europe’s main 
eurobond trading centre. The SWX is seeking 
UK regulatory approval and its London office 
could open before the end of the year. Page 20 

Skymark flies in face of tradition 

Jun Okawara (toft), 
founder and president 
of Skymark Airlines, 
Japan's first new airfine 
for 35 years, defied 
authorities by refusing 
to set minimum fares. 
Skym ark's debut marks 
the end of a two-year 
struggle against the 
traditional way of doing 
business in the tightly 
regulated airline Indus- 
try. When flights begin next week, Skym ark’s 
fares wlH be 50 per Cent less than those 
charged by the established carriers. Page 15 

US groups in automotive sell-offs 

A string of disposals suggests some US con- 
glomerates are dismantling their carefully 
assembled car parts operations. ITT Industries 
and Cooper Industries, which also makes elec- 
trical equipment have raised $5-5 bn dismem- 
bering their automotive empires. Page 14 

India to set up soyabean exchange 

India is to set up a domestic futures exchange 
for soyabeans, the country's third largest oil- 
seeds crop after groundnut and rapeseed. The 
Soyabean Processors Association has been 
given the go-ahead to start trading futures In 
soyabeans and soyabean products. Page 22 

Sao Paulo suffers mood swings 

The Sfio Paulo Stock 



Brazil v 
ftNWpaMKtDM} 


Exchange has seen 
days of dizzying 
swings, culminating last 
Thursday with a fan In 
the Bovespa index of 
almost 10 per cent 
The Brazilian market 
has been among the 
hardest hit by the Rus- 
sian crisis. There are 
two main reasons. One 
is Brazil's liquidity. The 
other Is the perceived risk of a devaluation or 
other economic shock treatment Page 32 
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Setback for Hoechst as deal fails 


By Jenny Luesby 


Hoechst of Germany suffered a 
further setback to its restruct- 
uring efforts yesterday -with 
the announcement that a joint 
venture with MoU] had found- 
ered. 

The venture, with antici- 
pated sales of $lbn a year, 
would have been the world's 
largest producer of the poly- 
propylene film used to wrap 
cigarettes, snacks, sweets and 
pastries. 

The failure of the deal saw 
the German group’s share 
price fall by 4.4 per cent to 
dose at DM68.0 to. Frankfurt, 
where the market closed 

Slightly hi gliw on tV<p of 
a Wall Street recovery. 

Hoechst said tt was now In 
talks with another partner, 


Joint venture with Mobil on polypropylene film founders 


which would lead to a merger 
of its fOms business before the 
end of the year. 

This did little to reassure 
Investors, who have become 
concerned at the group's fail- 
ure to complete the with- 
drawal from its chemicals 
businesses announced two 
years ago, as part of a shift 
towards bib sciences. 

An Initial series of deals, 
which included the transfer of 
its specialty ch«mfr«in busi- 
ness to Clariant of Switzerland 
for SFx4.6bn ($3bn), has since 
slowed to a trickle. 

Hoechst would give no ' 
details of the breakdown of 
talks with Mobil, beyond citing 
"cultural differences". 


The venture, announced in 
March, followed several 
months of talks and involved a 
letter of Intent to combine the 
two companies’ polypropylene 
flin i manufacturing, marketing 
and sales, and development 
and support businesses. 

The deal was expected to be 
completed by July 1, and 
would have created a 50-60 
joint-venture. 

However, with Mobil bring- 
ing 230,000 tonnes of produc- 
tion capacity to the venture 
and Hoechst Just 170,000 
tonnes, this would have 
required an arrangement to 
balance the company's asset 
contributions. 

Hoechst denied it was a fail- 


ure to agree on valuations that 
scuppered the deal. 

Another problem for 
Hoechst has been the political 
sensitivity to Its attempts to 
cut jobs. This is thought to 
have been a factor In the 
choice of an equity fund, 
rather than a trade buyer, to 
acquire the group's paints 
business, Herberts. 

Hoechst and Mobil had esti- 
mated annual cost-savings 
from the joint venture at $40m 
before tax. They said this 
would Include Job-cuts. But 
concerns In Germany over 
such cutbacks had not been a 
factor in abandoning the deal, 
said Hoechst 

The process of due diligence 


had thrown up irreconcilable 

differences, It said. 

The deal, which would have 
created a business twice the 
size or Its nearest competitor 
in the polypropylene films 
market, has triggered further 
consolidation in the sector. 

Mon tell has since announced 
the sale of Its films business, 
with annual turnover of 
$200m, to Applied Extrusion 
Technologies of the US. Mon- 
tell said the strength of the 
Mobil -Hoechst venture would 
have made further heavy 
Investment to Its business nec- 
essary. 

Earlier joint venture talks, 
which would have merged 
another Hoechst plastics busi- 
ness with a BP unit, were 
thought to have broken down 
over asset valuation Issues. 


Telephone 
groups eye 
IBM’s data 
network 
auction 


By Roger Taylor In San Francisco 
and WflBam Lewis in New Yoric 


International Business 
Machines, the leading com- 
puter company, is thought to 
have received up to 12 expres- 
sions of interest from tele- 
phone companies keen to buy 
Its International data network. 

IBM has put the network up 
far sale and is said to want to 
complete the auction process 
before December. 

Most analysts expect that 
the network will fetch up to 
$4bn. 

IBM derfingd to comment on 
the auction but is understood 
to have asked Merrill Lynch, 
the investment bank, to seek 
bids. Merrill Lynch also 
iteriipad to comment. 

The data network consists of 
1.300 access points - computer 
switches - in 58 countries. 
IBM and its clients can dial 
into these access points, which 
convert data far transmission 
on long-distance telephone 
lines leased from telecoms 
companies. 

IBM built the data network 
to allow its regional offices to 
send data around the world 



Lou Gartner, cMaf executive, has 
helped restora group’s tortunai 

when telephone companies 
lacked the in f rastr u ct ur e to 
framfip data transmission. 

Companies such as AT&T, 
WorldCom and Sprint In the 
US are investing billions of 
dollars to handle the rapid 
increase in data transmissions 
driven largely by the growth of 
the internet. 

The international reach of 
IBM’s network would make it 
an attractive asset to many of 
these companies. 

Analysts welcomed the 
move,, saying there was little 
sense in IBM devoting 
resources to maintaining an 
international network when 
telephone entr^innies were bet- 
ter able to do that job. 

IBM’s data networking divi- 
sion employs about 6,000 
people, has revenues of about 
$Zbn and is profitable. 

The group plans to sell the 
physical network but will 
retain the services side, which 
provides corporate clients with 
international data transmis- 
sion services. 

Whoever buys IBM's net- 
work will get a substantial 
nrnnnnt of business. Hie sale 
agreement Is likely to include 
a contract to supply whatever 
data networking capacity IBM 
requires to service its corpo- 
rate clients. 

If IBM cannot get an ade- 
quate price it will continue to 
run the network Itself. 

The move is a further reflec- 
tion of the changes being 
wrought at IBM by Ixm Ger- 
stuer, chief executive, who has 
done much to restore the com- 
pany's fortunes. He has also 
put IBM’s printer division up 
far sale. 


COMMERCIAL VEHICLES DIVISION SET TO MEET GROUP’S RETURN ON CAPITAL GOAL OF 12% 


Daimler trucks to hit target 


By Haig Sfanonten in Hanover 

Daimler-Benz’s once 
chronically loss-making com- 
mercial vehicles division is set 
this year to meet the compa- 
ny's target of a 12 per cent 
return cm capital for the first 
time. 

Kurt Inuk, head of the Ger- 
man group's commercial 
vehicles, said the division's 
earning s would be “either just 
over or just under" the 12 per 
goal set for all Daimler- 
Benz's business areas by Jflr- 
gen Schrempp, Its chairman. 
Daimler-Benz is the world’s 
biggest truckmaker. 

Mr Lank attributed the 
recovery to strong European 
and US demand for the group's 
rejuvenated van and truck 
range. Even to South America, 
the group’s other big market, 
where demand had been 
affected by economic difficul- 
ties, gales had remained stable, 
he said. 

Commercial vehicle turnover 
rose by 20.7 per cant to 
DM25J)bn ($ll2hh) in the first 
seven months of this year, Mr 
Lauk said. Unit sales rose by 
21 per cent to 277,000. The 
Increases had prompted the 
group to ' raise. Its full-year 
sales forecast from 440,000 to 
more than 480,000 units - 
worth about DM45bn. The 
group sold 417,000 tracks and 
vans in 1997. 

Mr Schrempp brushed aside 
suggestions that the economic 
crises in Russia and Asia 
would affect Daimler-Benz’s 
commercial vehicle sales this 
year - though he reserved 
judgment for 1999. 

He said be did not expect the 



' JQrgen Schrempp, Daimler-Benz chairman, with the new Mercedes truck at the Hanover lair yesterday. He 
do— not expect the M in sham prtoee to Impede tee takeover off US carmakar Chry ler Picture: Reuters 


steep falls in share prices 
caused by the turmoil to 
Impede Daimler-Benz's 
planned takeover oi Chrysler, 
the US carmaker. 

"The relative values of the 
two companies' shares has not 
changed significantly,” Mr 
Schrempp said. "We are very 
optimistic the stock market 
events won’t have any nega- 
tive effect" 

Both executives promised 
further transparency for Daim- 
ler-Benz's commercial vehicles 
business. Traditionally, losses 


in trucks and vans bad been 
hidden by the group's large 
profits to its mainstream car 
operations. 

The change would start by 
reorganising the group’s pow- 
ertrain unit, which makes 
engines, gearboxes and other 
big components for its com- 
mercial vehicles. Under the 
new structure, the group will 
be able to seek business from 
truck van makers other 
than Daimler-Benz. 

Underlining its new confi- 
dence in commercial vehicles, 


Daimler-Benz also revealed 
truth and van sales on a divi- 
sional basis for the first time. 
All six main operations 
increased Bales substantially 
to the first seven months. 

to Europe, turnover to vans 
climbed by 16 per cent to 
DM5.6bn, while trucks dlmbed 
by 14 per cent to DM6Jbn. 
However, the biggest jump 
came in the North American 
free trade area, which incorpo- 
rates the group's big US sub- 
sidiaries, where sales rose 
44 per cent to DM7.6bXL 


UK energy 
companies 
in $7.9bn 
merger 

By Andrew Taylor, 

Utffitbs Correspondent 

Southern Electric and Scottish 
Hydro-Electric are to merge, 
creating one of the UK's big- 
gest energy businesses, with a 
market capitalisation of E-U&n 
($7-9bn). 

The deal, announced yester- 
day, brings together the coun- 
try’s only two regional electric- 
ity suppliers not to have been 
involved In a takeover or 
merger out of M privatised in 
the early 1990s. The transac- 
tion will leave Southern share- 
holders owning about 55 per 
c«it of the combined bust ness 
and Scottish Hydro-Electric 
shareholders 45 per cent. 

Jim Fbrbes, chief executive 
of Southern, who will become 
chief executive of the merged 
company, said the split 
reflected the stock market val- 
ues of the two groups and 
Involved no bid premium. 

Southern shareholders will 
receive one Scottish Hydro 
share for every Southern 
share. Southern's share price 
yesterday slipped 2p to 558 Vip. 
Scottish Hydro rose l2p to 
564ttp. 

The merged group, to be 
renamed Scottish and 
Southern Energy, will be based 
at Perth to Scotland, tt will 
supply electricity to &3m cus- 
tomers and own about 5 per 
cent of the UK's generating 
capacity. Mr Forbes said he did 
not expect the deal to raise 
competitive or regulatory 
objections. 

Southern, which supplies 
electricity to 2.65m customers 
in southern England, has only 
a small generating capacity of 
70QMW in England and Wales. 

Scottish Hydro, which sup- 
plies 634,000 customers, is bet- 
ter known as a generator, with 
more than 2000MW of capacity 
to Scotland and 836MW to 
England and Wales, 

Mr Forties said the merged 
company would command 
greater capital resources to 
expand. 

Peter Young, who had previ- 
ously announced his intention 
to stand down as chief execu- 
tive of Scottish Hydro in 1999, 
will become joint deputy chair- 
man of Scottish and Southern. 
He said the merger would pro- 
vide substantial savings by 
eliminating duplicated costs 
such as Information technol- 
ogy. Dresdner Klein wort Ben- 
son advised Scottish Hydro 
and Credit Suisse First Boston 
represented Southern. 
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Telefonica earnings 
boosted by growth 
in mobile phones 


By David Write Id Madrid 


Spain's fast-expanding mobile 
telephone market enabled the 
Telefonica group to maintain 
high profit growth to the first 
half, with a 162 per cent rise 
In net earnings to 

PtaS&llbn ($64Qm). 

The six-month figures 
showed that the telecoms 
group, fully privatised last 
year, is for the first time 
obtaining more thaw half its 
profit from a combination of 
the mobile business and its 
extensive Latin America 
operations. 

The profit increase came In 
spite of slow growth in Tele- 
fonica's basic Spanish tele- 
phone business, where it has 
lost its former monopoly. More 
than 30 per cent of the net 
total was attributed to the 
mobile telephone division, 
which held 71 per cent of the 
Spanish market and produced 
higher profits hi the six 
months - Pta34j8bn - than in 
the whole of last year. 

Burning s per share were 6J> 
per cent higher at Pta95.73 
compared with Pta8&86 in the 
same period last year follow- 
ing a one-for-U. rights issue 
earlier this year. The Pta427bn 
issue, described by the com- 
pany as the biggest capital- 
raising operation of its kind to 
Europe, was .earmarked for 
farther in vest me n ts to Brazil 

Although earnings were 
slightly below aorne . analysts' 
expectations, Telefonica's 
shares recovered yesterday 
after sharp early losses to 
close 0.7 per cent down to 
Madrid at Pta5,690. 

This represented an accumu- 
lated drop of 28 per cent since 


the Pfa7,390 peak reached to 
July. Telefonica, Spain's larg- 
est company by market value, 
has seen its shares punished 
heavily in the past two weeks 
because of Its commitments to 
Latin America - a region 
threatened with financial 
instability. 

Overseas revenues rose 
almost 12 per cent to 
Pta443J3bn - 27 per cent of the 
group total - with the stron- 
gest growth coming from 
Argentina. Turnover to mobile 
telephones in S pate mw rwwrt y 
25 per cent up at Pta2l29bn. 
The company said the two sec- 
tors contributed more than 50 
per cent of total group profits 
and 40 per cent -of turnover. 

This proportion is set to 
increase following its latest 
forays into Brazil, consohdat- 
ing its position as leading 
international telecoms group 
in Latte America. 

to privatisation a uctions last 
month, it led a successful J5bn 
consortium bid for the Sao 
Paulo fixed-line operator, 
Telesp, and another $L2bn 
purchase of cellular businesses 
to the states of Bio de Janeiro 
and Espfrito Santo. 

Its Telefonica de Espafia 
unit, which, under a recent 
reorganisation, runs its main- 
stream Spanish operations. 
Increased first-half revenues 
by less than 4 per cent to 
Pt&82fl.4bn. Overall turnover, 
net of totra-group sales, was 
&5 per cent up at Ptal,4l8bn. 

At operating level consoli- 
dated profit was 21 per cent up 
at Pta429J2bn. The group said 
it had continued to Slow down 
the rise to operating costs - 0.4 
per cent hi gher than in the 
1997 first half. 
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COMPANIES & FINANCE: THE AMERICAS 


SATELLITE TELEVISION NEWS CORP CHIEF SURRENDERS CHAIR AFTER STRUGGLE TO BREAK INTO CHINESE MARKET 


I Murdoch steps down at Star TV 


By Christopher Partes 
hi Los Angeles 


Rupert Murdoch has stepped 

back from the front line In 
the battle to open Chinese 
media markets _ and 
appointed Gareth Chang as 
chairman of Star TV, News 
Corporation’s Asian satellite 
television service. 

By surrendering his chair- 
manship of the loss-making 
venture, Mr Murdoch has 
relieved himself of one of bis 
most testing jobs after years 


of struggling to convince the 
Chinese authorities to allow 
News Corp more access to 
their market. 

The appointment of Chi- 
nese-born Mr Chang, former 

head of International 
operations at Hughes Elec- 
tronics’ DirecTV satellite 
broadcasting subsidiary, 
marks a strategic shift at a 
time when Star Is believed to 
be dose to breaking even. 

His appointment to the 
board of News Corp and the 
inner circle of the group's 


executive committee demon- 
strates the importance Mr 
Murdoch attaches to his 
hitherto uneven efforts to 
break into Asian, and espe- 
cially Chinese, markets. 

The relationship between 
Mr Murdoch and Beijing has 

been uneasy since the News 
Corp chairman’s speech in 
1993 which suggested the 
spread of satellite TV ser- 
vices could undermine totali- 
tarian regimes. 

Since then, Mr Murdoch 
has been at pains to stress 


his goodwill, visiting China 
frequently and investing in a 
joint internet venture with 
the People's Daily. 

He has been criticised for 
his conciliatory moves, such 

as removing BBC news from 
the Star TV service and 
approving a Sim book pub- 
lishing deal for the daughter 
of Deng Xiaoping. 

Star, based in Hong Kong, 
has absorbed about S2bn in 
acquisition costs and losses 
since News Corp bought the 
service in 1993. Its signals 


cover much of India. China 
and parts of the Middle East, 
transmitting music videos, 
films, sport and English pro- 
grammes. 

Mr Chang, a former 

McDonnell -Douglas execu- 
tive. is credited with broker- 
ing many commercial links 
in Asia, including the setting 
up of DirecTV Japan with 
six local companies. 

He is also on the board of 
Apple Computer and the 
advisory board of the Nike 
sportswear group. 


H Car groups start to squeeze component makers 


Sell-offs replace period of expansion, writes Haig Simonian 


A fter years of growing 
painstakingly through 
acquisitions, first at 
home and then abroad, US 
conglomerates such as ITT 
Industries elevated them- 
selves into the first rank of 
the world's car parts makers. 
But a string of disposals sug- 
gests some are now disman- 
tling their carefully assem- 
bled operations. 

In recent weeks, ITT 
Industries and Cooper Indus- 
tries, which also makes elec- 
trical equipment and hard- 
ware. have raised $5.5bn 
dismembering their automo- 
tive empires. 

ITT raised $I.7bn selling 
its vehicle electrics division 
to Valeo of France. A further 
S1.9bn came through the sale 
of its braking activities to 
Continental, the German 
tyres group. Houston-based 
Cooper raised $l-9bn selling 
two automotive subsidiaries 
to Federal-Mogul, the fast 
expanding parts specialist. 

More disposals may be on 
the way. AlliedSignal's sur- 
prise $9.9bn hostile all cash 
bid for AMP. the world's 
largest supplier of electric 
and electronic connectors, 
has sparked talk it might 
have to divest some busi- 
nesses to raise money. 
AlliedSignal is a leading pro- 
ducer of turbochargers, 
brake parts and filters. 

Uncertainty even sur- 
rounds Tenneco, a once 
sprawling conglomerate now 
focused on packaging and 
car parts. 

Tenneco Automotive, Its 
parts division, was widely 
tipped to buy ITTs brakes 
businesses until an eleventh 
hour withdrawal. Instead. 


Tenneco's parent company 
said it was examining spin- 
ning off its two subsidiaries' 
divisions. 

The ITT and Cooper dis- 
posals would have raised few 
eyebrows had they been 
small or marginal 
operations. But the busi- 
nesses were leading names 
in areas where consolidation 
had, apparently, reached its 
p eak. 

ITTs brakes business, best 
known for its German-based 
Teves brand, ranks along- 
side Robert Bosch and 
LucasVarity in the world's 
top manufacturers. Among 
the brands sold by Cooper 
were household names such 
as Champion sparking plu^, 
a market leader. 

Three broad reasons 
explain the readiness to sell: 

• Conglomerates such as 
ITT and Cooper are becom- 
ing concerned about profit 
marg ins in the motor indus- 
try. Components companies 
commonly report earnings 
equivalent to about 6 per 
cent of sales. That is about 
twice that or vehicle makers, 
their main customers. The 
discrepancy has prompted 
many vehicle manufacturers 
to target suppliers for price 
cuts. Fearless cost cutters, 
such as Jac Nasser, head of 
Ford's worldwide automotive 
business, have axed 
expenses internally and 
demanded similar sacrifices 
from suppliers. 

• Vehicle makers have been 
demanding greater financial 
commitments from suppli- 
ers. Car and truck manufac- 
turers have tried to save 
money by devolving product 
development work onto their 


component companies. 
Instead of being banded 
detailed technical drawings 
and told to submit bids, sup- 
pliers are now involved more 
closely in vehicle develop- 
ment. 


T he appeal for them Vs in 
winning exclusive, 
long-term contracts. 
With vehicles being pro- 
duced globally, that could 
mean massive volumes. But 
a successful supplier would 
also be expected to invest 
heavily in research and 
development and. if neces- 
sary, in new capacity to sup- 
ply its customer's plants 
just-in-time around the 
world. 

• Sale prices for big compo- 
nents operations are looking 
full in historical terms. In 
May, Dana, a leading body 
parts specialist, paid about 
10 times eamtng s before tax, 
depreciation and amortisa- 
tion for Echlin, a braking 
and aftermarket parts group. 
That was comfortably above 
the margin of eight to nine 
times earning s common in 
the industry. 

“The vendors have looked 
at their other businesses and 
decided they can get better 
returns on their capital," 
says Greg Meiich. motor 
industry analyst at Morgan 
Stanley in London. 

John Riley, Cooper chair- 
man, justified Its decision, 
saying: “Given the growth 
potential we see in our elec- 
trical products and tools and 
hardware segments, we 
believe that our sharehold- 
ers would be better served 
by our focusing on and grow- 
ing these core businesses.” 



Dick Snail: sat goal of $10bn sales by 2002 


But while some companies 
have taken their parts 
operations to bits, the 
amounts they have raised 
shows there is no lack of 
buyers for such one-off 
opportunities. 

Valeo's purchase will 
increase its sales by about a 
third to FFr45bn ($7.6bn), 
based on its 1997 figures. The 
deal will enable the French 
group, . previously the 
world's 14th biggest parts 
maker, to expand Its busi- 
ness with U S an d German 
carmakers - ITTs mam cus- 
tomers - and reinforce its 
strong position in parts, 
such as wiper systems and 
electric motors. 

C ontin ental's fl.sbn bid 
for ITTs braking division, 
meanwhile, showed tyre 
manufacturers could pump 
up their low-margin busi- 
nesses by moving Into ancil- 
lary products. The step 


1998 INTERIM DIVIDEND 


TNT Post Group N.V. 
with its registered office 
in Amsterdam, the Netherlands 


THE BOARD OF MANAGEMENT OF TNT POST GROUP N.V. 


HAS DECIDED TO PAY AN INTERIM DIVIDEND OF NLG 030 
IN CASH PER ORDINARY SHARE OF NLG 1. 00 PAR VALUE FOR 
THE 1998 FINANCIAL YEAR. 


TNT Post Group N.V. is offering each shareholder a choice 
of payment of the 1 998 interim dividend either entirely 
in cash or entirely in the form of ordinary shares 
charged against the additional paid-in capital, or. if 
the shareholder so elects, against the other reserves. 
The value of the dividend paid in shares will be 2% to 5% 
lower than the value of the cash dividend. The number 
of dividend rights entitling shareholders to one new 
ordinary share will be established at a round figure based 
on the closing price of TNT Post Group shares on the 
AEX Stock Exchange on September 21. 1998. 


Banks and stockbrokers are requested to submit the dividend 
rights which are the subject of their diene's dividend 
payment options to ING Bank N.V. in Amsterdam, 

ABN Amro Bank N.V. in Amsterdam or Rabobank 
Nederland in Utrecht, not later than September 21, 

1 998 (before the dose of trading on the AEX Stock 
Exchange). Shareholders whose preferences have not 
been indicated will receive die dividend in cash after 
deduction of 25% dividend tax. 


P a yment of the interim dividend in shares charged against the 
additional paid-in capital will be exempt from dividend 
lax in the Netherlands. Payment in shares charged 
against the other reserves will in principle be subject 
to 25% dividend tax over the par value of the payment. 


Payment of die dividend in cash and delivery of shares in 
connection with stack dividend conversion will start 
September 25. 1998. The new ordinary shares entitle 
shareholders partially to the 1998 dividend and fully to 
the dividends of subsequent years. 


The schedule for die 1 998 interim dividend is: 

September 2, 1998 

Ex-dividend listing of TNT Post Group shares and 
sorting dace for electing form of payment of interim 
dividend. 

September 21, 1998 

Closing date for electing form of payment of interim 
dividend (before the dose of trading on the AEX Stock 
Exchange). Adoption of the proposal for the dividend in 
shares based on the dosing price on September 21, 
1998. 

Announcement of the interim dividend in shares after 
the close of trading on the AEX Stock Exchange. 
September 25, 1998 

Payment of dividend and start of delivery of shares in 
connection with stock dividend conversion. 


Delivery of ordinary shares to banks or stockbrokers will 
take place based exclusively on the total number of 
dividend rights delivered by the bank or stockbroker on 
September 21. 1998. Remaining fractions will be settled 
in cash. 


Member of firms of the Amsterdam Exchanges nv will receive 
die compensation stipulated in the 90-56 circular for the 
conversion of dividend rights to enable shareholders to 
exchange their dividend rights free of commission. 


Please note that a report on the financial results of 

TNT Post Group for the first half of 1998 is available and 
can be obtained through Morgan Stanley Desun Witter, 

25 Cabot Square. Canary Wharf, London EI4 4QA, UK. 


If you are a shareholder, you should inform your bank or 
stockbroker where the shares are in deposit before the 
end of the option period whether you wish payment of 
your dividend in cash or in shares. In general, your bank 
or stockbroker will indicate a preference on your behalf, 
if you do not make your wishes known before the end 
of the option period. 


The Board of Management 

Amsterdam 
September 2, 1998 
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TNT POST GROUP 


formed part of the tyre- 
maker's long-term strategy 
to supply entire automotive 
“corners", including tyres, 
brakes and ride components, 
as part of the broader trend 
in the motor industry 
towards providing modular 
assemblies. 

After the acquisition. Con- 
tinental's sales will be 
divided equally between 
tyres and other components: 
before, tyres accounted for 
about 70 per cent 

Federal-Mogul's move 
appeared equally astute. The 
group, which has been grow- 
ing frenetically through 
acquisitions under Dick 
Snell, its chairman, will 
expand its limited presence 
in braking and lighting and 
develop its lucrative after- 
market side. Sales should 
dhnb from more than 85bn 
to $7bn - closer to Snell’s 
$10bn goal by 2002. 

“It's a win-win situation. 
The vendors are pleased to 
get out, and the buyers think 
they can do better out of the 
businesses by leveraging 
their costs over much bigger 
volumes," says Mr Meiich. 


Eaton 


issues 


warning 
following 
sales fall 


NEWS DIGEST 


CONSUMER PRODUCTS 


Procter & Gamble plans 
restructure to boost sales 


By NkldTaitin Chicago 


Eaton Corporation, the large 
Cleveland-based manufactur- 
ing group, warned yesterday 
that the troubles faced by Its 
semiconductor equipment 
business were proving more 
extensive than previously 
feared. 

The division, it said, would 
now post a 40 per cent fall in 
sales in 1993, and an operat- 
ing kiss of around 880m. 

Three months ago, the 
group warned about the 
problems, and said it expec- 
ted sales from the business 
to tumble from around 
$450m last time to around 
8330m in the current 12 
months. It said earnings 
would swing from a $30 m 
profit to a loss of between 
840m and 345m. 

But yesterday's revised 
estimates, which envisage 
sales of only 8275m. 
acknowledged that the diffi- 
culties have continued to 
mount, with no end in sight 

Stephen Hardis, chief exec- 
utive, -■said that the industry 
activity “shows no sign of 
bottoming” and that “no one 
can say with confidence 
when conditions will begin 
to turn". 

He said Eaton was study- 
ing ways to pull the business 
to a break-even position on 
the new projected sales lev- 
els, with the review likely to 
be complete within a month. 

The company has already 
cut 600 jobs in the division 
since the end of 1997. 

Any additional charges 
“required to implement 
structural adjustments” 
would be included In the 
review, he said. 

Eaton had already cau- 
tioned that the semiconduc- 
tor equipment problems 
might prevent it from seeing 
an earnings improvement in 
1998. 

Ahead of yesterday's news, 
analysts were forecasting 
earnings per share of just 
over 86 in 1998. compared 
with $633 In 1997, according 
to First Call. 

In July, Eaton revealed 
disappointing second-quarter 
profits, down from 8126m a 
year ago to 8114m. The drop 
was blamed on difficulties at 
its semiconductor equipment 
business, and on the 
knock-on effect of strikes at 
General Motors and the Pac- 
car truck company. Sales 
slipped from $l.9lbn to 
$1.71bn. 


FINANCIAL SERVICES 


KPMG revenues up 27% in US 


KPMG Peat Marwick, the US firm of the global profes- 
sional services giant KPMG, yesterday announced that 
revenues in the year aided June 1998 were up 27 per 
cent to $3.8bn. The firm said it was aiming for a 30 per 
cent increase in revenues to $6bn by 2000. Consulting 
revenues rose 50 per cent to $1.5bn in the year. 

These figures will be closely watched in the US where 
KPMG has announced It is considering a flotation of 30 
per cent of its management consulting business. An initial 
public offering would be the first among the so-caHed Big 
Five. However, the firm is still at an early stage in consid- 
ering an offering, and regulators may intervene. If the firm 
does seek an offering it will have to reveal details of profit- 
ability - otherwise obscured in the annual disclosure of 
revenues. Jim Kelly 


ELECTRONICS 


Hitachi to close Texas plant 


Hitachi, the Japanese electronics group, is mothballing its 
Texas memory chip plant and laying off 650 workers in the 
latest response to the slowdown in the world semiconduc- 
tor market 

The company is also merging its two California-based 
chip development units - Hitachi Semiconductor and 
Hitachi Micro Systems - into a single unit which will focus 
on developing Hitachi's microcontroller business. The new 
unit will also handle the sale of memory chips for Hitachi, 
which continues to manufacture memory chips in other 
plants around the world. The US operations are part of 
Hitachi America, a subsidiary of the Japanese group. 

Kosd Nomiya, who is appointed chairman of Hitachi 
Semiconductors America, said: The global semiconductor 
business continues to be dramatically affected by over- 
capacity in memory chips.'' However, he added that there 
were still significant opportunities for microcontroller chips. 
These chips are used to drive sophisticated control and 
monitoring capabilities to a wide range of other devices, 
from home appliances to industrial machinery. 

The group said the Texas plant would be made idle 
immediately but would be kept in a usable state while Its 
future was considered. The financial effects of the move 
will be immaterial to Hitachi which has consolidated world- 
wide sales of Y8,400bn ($58 .5 bn). 

Roger Taylor, San Francisco 


Comments and press releases about International 
companies coverage can be sent by e-mail to 
international.companiesQflcom 


Woodard pays for ‘surprises’ 


Loss of BA order probably not the trigger for sacking of Boeing executive 


By Michael Skaptaksr 
Aerospace Correspondent 


The sacking of Ron 
Woodard, head of Boeing’s 
commercial aircraft division, 
signals the exit of one of the 
aerospace industry's great 
characters. 

The departure of the plain- 
speaking. imposing 55-year- 
old, announced yesterday, 
might not be permanent. He 
is still talking to Boeing 
about taking another, unspe- 
cified post 

And if he does leave Boe- 
ing, where he has worked for 
32 years, he might turn up 
elsewhere. He Is widely 
recognised as one of the 
world's best aircraft sales- 


men. 

The decision by the Boeing 
board to remove Mr Woo- 
dard came after a dreadful 
week for the company. 

It had failed to win a large 
order from British Airways, 
one of its most loyal custom- 
ers, which decided to buy 
op to 188 narrow-bodied air- 
craft from Airbus Industrie, 


the European consortium. 

The setback followed 
months of production diffi- 
culties in Boeing's civfl air- 
craft factories, which helped 
push the group to a 8178m 
loss last year, its first for 50 
years. 

By Monday, when the 
board took, its decision to 
fire Mr Woodard. Boeing’s 
share price had lost 43 per 
cent of Its value over the 
year. 

In an attempt to limit the 
damage, the board 
announced a buyback of up 
to 15 per cent of its shares. 

The production difficul- 
ties, which resulted in some- 
lines being suspended for a 
month last year, were the 
result of Boeing sharply 
increasing output in an 
attempt to meet a spurt in 
airline demand. » 

Mr Woodard dismissed 
those who suggested he 
should have foreseen the 
problems as "second-guess 
yappers" 

Mr Woodard's dismissal 
had been rumoured fire- 
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quently. Each time. Boeing 
insisted he was staying. 

Observers reject the ides 
that Mr Woodard was sacked 
for losing the BA order. 
Indeed, refusing- to match 
Airbus's price was seen as a 
belated attempt by Mr Woo- 
dard to put profit before 
market share. 

“He had more praise and 
‘attaboys’ from the analysts' 
community for drawing a 
line In the sand and saying 


‘we’re not bidding any more 
for that one', than he's ever 
had.” one Boeing insider 
said. 

The more likely trigger to 
his removal was the discov- 
ery of yet more problems at 
the company’s plant in 
Wichita, Kansas, where cost 
over-runs are believed to 
total hundreds of millions of 
dollars. 

Mr Woodard bad lived dan- 
gerously for years. When the 
European Commission was 
examining Boeing's pro- 
posed takeover last year of 
McDonnell Douglas, and 
Boeing was avoiding any 
comment that might upset 
Brussels, Mr Woodard cheer- 
fully announced that his 
strategy towards Airbus was 
"to bury them”. 

His colleagues winced, but 
laughed it off. 

But the discovery that 
there were yet more, previ- 
ously undisclosed cost prob- 
lems in the civil aircraft 
division was the final straw. 
“The board doesn't like sur- 
prises.” one observer said. 
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Procter & Gamble, the US consumer products giant, plans 
its second big corporate reorganisation this decade, with 
job aits likely. In an effort to boost profits and double its 
sales within 10 years; The group told shareholders in a let- 
ter accompanying the annual report at the weekend that 
business units would be based on products. Instead of 
regions, marketing would be Improved and corporate staff 
streamlined. However, it declined to say how many jobs 
would be affected. 

Delate of the plan will be announced in coming weeks. 
Sales have grown steadily In recent years, but not at a rate 
to achieve the goal of John Pepper, chairman, of doubling 
them by 2005. For the year ended June 30, the company 
had sales of $37.2 bn, up only 4 per cent from the year 
before. When Mr Pepper took over in mid- 1995, annual 
sales were S33.4bn. 

The company’s last big reorganisation was announced in 
July 1993 when Edwin L Artzt was chairman. It closed 30 
plants and cut 13,000 Jobs world-wide. DJ-AP, Cincinnati 
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__ COMPANIES & FINANCE: ASIA-PACIFIC 

WINE AUSTRALIA N PRODUCER TO BUY BACK J -6% 0F_ CAPITAL 

European demand aids growth at Southcorp 


By Gwen Robinson in Sydney 

Strong demand for 
Australian wine in European 
and North American mar , 
kets. helped Southcorp, the 
Australian wine, appliance 
and packaging 1 group, post 
record profits for its fifth 
consecutive year of 
double-digit growth. 

Southcorp. one of the 
world's largest producers of 
premium wines, yesterday 
also announced a share buy- 
back of 10m shares, or L6 
per cent of its capital, from 
mid- September. 

The stock market wel- 
comed the news, sending 


Southcorp shares up 22 cents 
to A$4.40. 

Graham Kraehe, chief 
executive, said the buy-back 
- the group’s first - 
reflected the board’s belief 
that Sorjtbcorp’s share price 
was undervalued. The buy- 
back would also help offset 
any dilution of the compa- 
ny's dividend reinvestment 
policy. 

For the year to June, 
Southcorp's net profit before 
extraordinary items rose 16 
per cent to A$157.1m 
(USSSQml and sales grew 7 
per cent to A$2.7bn. Abnor- 
mal charges of A$1 8.25m, 
including A$i3.3m for 


restructuring the domestic 
appliance and packaging 
arms, brought bottom-Une 
net profit to A$14S.9m. 
against A$L&3m the previ- 
ous year. 

Mr Kraebe expected all the 
businesses to increase earn- 
ings in the year to June, 
although the packaging arm 
suffered in the previous year 
because of Asian economic 
turmoiL Southcorp's direct 
exposure to Aslan markets 
represented only about 3 per 
cent of sales and included 
Japan, Its largest Asian wine 
market where wine sales 
surged nearly 90 per cent In 
the year. 


Mr Kraehe said interna- 
tional sales had been the key 
driver of Southcorp's growth 
and were now growing at a 
faster rate than domestic 
sales. Sales outside Australia 
represented 45 per cent of 
total revenue in the year to 
Jane, an increase of more 
than 5 percentage points on 
the previous year. 

Despite the Australian dol- 
lar’s fall in the period, the 
group's foreign-exchange 
gains were limited because 
of long-term currency hedg- 
ing arrangements. In the 
current year, however, 
Southcorp expects gains of 
about A$20m after adjusting 


^its hedging arrangements. 
Mr Kraehe said. 

Wine now represented the 
fastest growing business Tor 
Southcorp. climbing 15 per 
cent in the year to nearly 
AS600m. In the next few 
years, wine, which repre- 
sents 3540 per cent of total 
sales, would generate the 
majority of revenues. Mr 
Kraehe predicted. 

The group is emphasising 
its premium red wines, 
including the Penfold's 
Grange Hermitage label. 
Earlier this year. Southcorp 
said it would invest a further 
A$150m in doubling its red 
wine capacity. In Europe. 


the UK saw the strongest 
growth in wine sales, 
increasing 32 per cent in the 
year, while North America 
grew 47 per cent and has 
averaged 40 per cent com- 
pound growth for the last 
four years. "Going forward, 
however, we expect the over- 
all growth rate of wine sales 
to slow to about 27 per cent 
annually." Mr Kraehe added. 

Appliance sales rose 14 per 
cent to A$l.06bn. while oper- 
ating profit jumped 65 per 
cent to A$62.1m. The packag- 
ing side saw sales slip to 
A$l.lbn and operating profit 
fall nearly 10 per cent to 
AS 11 8m. 


Quiet revolutionary 
takes to the 
Japanese skies 

Skymark, the count^s first new airline for 35 
years, has defied the authorities by refusing to 
set minimum fares, writes Alexandra Hamey 


J un Okawara looks like 
an unlikely force for 
change in Japanese 
industry. He is softly spoken 
and has an easy, boyish 
manner. He fixes coffee for 
visitors hims elf, an unusual 
courtesy in Japan's corpo- 
rate culture. 

But as the founder and 
president of Skymark Air- 
lines, Japan's first new air- 
line for 35 years. Mr Oka- 
wara is a revolutionary. In 
the battle to establish the 
country's first low-cost, no- 
frills airline, he has chal- 
lenged stubborn bureaucrats 
and executives from the 
industry’s biggest carriers, 
and defied the odds of the 
financial crisis gripping 
Japan. 

Skymark’s debut marks 
the end of a two-year strug- 
gle against the traditional 
way of doing business in the 
tightly regulated airline 
Industry, where the Ministry 
of Transportation (MoT) sets 
fares and doles out routes. 
Mr Okawara set a new 
industry standard by refus- 
ing to agree to minimum 
fares for Skymark flights in 
his application to the MoT. 

When flights begin next 
week. Skym ark's Cares will 
be 50 per cent less than 
those charged by the estab- 
lished carriers - Japan Air- 
lines, Japan Air Systems and 
All Nippon Airways - on the 
route between Tokyo and 
Fukuoka. It will be the first 
time a domestic airline has 
dared to undercharge its 
rivals significantly. 

Not much about Skymark, 
or Mr Okawara, is conform- 
ist. In Japan's corporate 
world, where most people 


stay with one company for 
life; he has switched jobs 
and industries several times, 
dabbling in electronics, sales 
and finance. He even spent 
several years with a steel 
company in the US. 

. “1 was always thinking 
about what I would need to 
learn to start an airline." 
says Mr Okawara. He envi- 
sioned a company like 
Southwest Airlines, the suc- 
cessful low-cost carrier 
famous in the US for. its sing- 
ing stewardesses and reason- 
able lares. Mr Okawara saw 
his opportunity after the col- 
lapse of the bubble economy 
in the early 1990s, when prof- 
its at the big airline carriers 
were tumbling. 

In early 1990, he 
approached Hideo Sawada, 
president of HIS. Japan’s big- 
gest discount travel agency, 
with a plan to found a low- 
cost airline. It was their first 
meeting, and the beginning 

of Skymark. 

W ithout the name rec- 
ognition of HIS, 
which eventually 
bought 60 per cent of the air- 
line's shares, and Orix, the 
credit company that holds 26 
per cent of the equity, no 
Japanese politician or 
bureaucrat would ever have 
been sympathetic to his 
requests. Mr Okawara said. 
He refused to specify a mini- 
mum fore - one of the regu- 
lations that has discouraged 
price competition between 
the established carriers. 

After months of negotia- 
tion. the company gained 
permission to fly the Tokyo- 
Fukouka route, the second 
most heavily travelled route 



Jun Okawara: There used to be a need to protact our industries but we dorft need that kind of protection anymore. We have grown up.' 


in the world after that 
between Tokyo and Sapporo. 

Skymark’s debut comes at 
a critical time for Japan's 
struggling airline industry. 
The three established air- 
lines are straggling under 
shrinkin g profits, high oper-*' 
ating costs and enormous 
amounts of debt Analysts 
also contend that Skymark 
triggered a bureaucratic 
reversal. In the past, new 
entrants were blocked 
because ministry officials 
determined each airline's 
market share. 

“It is quite a big break 
with the past The interest- 
ing thing is that even if poli- 
ticians were to have said 
overnight that they would 
allow a new airline to start 
up, they would have had to 
dust off the books and find 
the regulations for new 
entrants somewhere. I think 
they had to make a lot of it 
up along the way," said 
Douglas Hayashi, industry 
analyst at HSBC Securities. 

For the Japanese con- 
sumer, Skymark' s timing is 
good. The crisis in the finan- 
cial system , has made price 
more important to consum- 
ers, analysts said. "In the 
post-bubble era, consumer 
price-consciousness 
Increased, a n d domestic air- 
fares stuck out like a sore 
thumb. While prices in other 
sectors were foiling, air fores 
remained conspicuously 
high." said Mr Hayashi. 

Skymark aims to reduce 


operating costs by hiring 
pilots and using mainte- 
nance crews from other air- 
lines, common practices 
among low-cost airlines In 
the US and Europe. The 
company will also become 
the first airline in Japan to 
use a ticketless computer 
reservation system. 


The airline's influence is 
already visible. The three 
big carriers have already 
announced they will slash 
fores between 15 and 40 per 
cent on some flights, 
including the Tokyo to 
. Fukuoka route. Another low- 
cost carrier, Air Do. has 
also applied for permission 


to start domestic flights. 

Mr Okawara contends the 
time has come for a shake- 
out in Japan. "There used to 
be a need to protect our 
industries in Japan, and at 
the time, that was good. But 
we don’t need that kind of 
protection anymore. We 
have grown up." 


NEWS DIGEST 
SOUTH KOREA 

New auction planned for 
bankrupt Kia motor group 

Another auction for the bankrupt Kia motor group will be 
held after the first attempt to sell South Korea's thjrd- larg- 
est carmaker was formally cancelled yesterday because of 
low bids and demands for bigger debt write-offs. 

Kia officials said details and the schedule of the next 
auction have yet to be confirmed. They are discussing the 
Issue of debt write-offs with creditor banks, which have 
demanded that Kia's buyer must assume all its principal 
debt. Kia's debt burden is currently estimated at 
Won13,000bn ($9.6bn). Including interest payments. 

All four bidders for Kia, including Ford Motors of the US 
and the Korean carmakers Hyundai. Daewoo and Sam- 
sung. were disqualified from the auction after they 
demanded more debt write-offs, while Ford and Hyundai 
bid below the minimum asking price of Wont. 100 bn for 
Kia and its truck division, Asia Motors. 

John Burton, Seoul 

CHINA 

Coca-Cola targets tea market 

Coca-Cola, the US soft drinks maker, is targeting China’s 
non -fizzy market with products such as ready-to-drink tea. 
according to Mickle Leong, vice-president and general 
manager of the company's China brand. Coca-Cola has 
Just under 1 per cent of the Chinese non-carbonated bev- 
erage market, which makes up 60 per cent of the entire 
beverage market of 62.4bn cans annually. 

Growth for Coca-Cola's China brands, which include 
Tianyudi tea, mineral water and fruit juices and Smart car- 
bonated fruit juices, wffl be 10-fold this year and next year, 
Mr Leong said. 

Coca-Cola reported a 26 per cent growth in sales of all 
its products in China in the first half of the year but 
expects the summer's floods to affect production and con- 
sumption in the third quarter. Mr Leong said the company 
was happy with its 30 per cent share of the fizzy-drinks 
market but could do better in a growing market. 

Mainland Chinese citizens consume just six servings of 
cola a year. This compares with 150 servings in Hong 
Kong and 400 servings per year in the US. 

AFX-Asia, Shanghai 


Comments and press re/eases about international 
companies coverage can be sent by e-mail to 
interna tiona]. companies&ft com 




PARIBAS SOLEIL 
MANAGEMENT COMPANY 

Sod&e Anonyme 

10 A, Boulevard Royal - Ioixcrobaurg 
R.C. B-30.1G5 

NOTICE TO SHAREHOLDERS 

The Board d Diiucum decided on lune 30. 1 998 in agreement with 
the Custodian, to terminate the operations at the Ruibas Sakil 
Fund, because of ibe conununtw reduction in the/undb size, and to 
proceed with its liquidation. 

In itfcankmcc with Itoint I, last paragraph ol the prospectus, issues 
and re dempt ions of shares- are suspended as from lune 30, 1998. 
The calculation at the net assn value is also suspended as from the 
same date. 

It is expected to rclmburee the remaining shareholders the 
corresponding net proceeds of liquidation per share that wiU be 
determined by the Mananemoat Company at the dosing ot the 
liquidation. 

The effective bquidatiun will sun an Sep temb er 30, 1998 and 
shares should he presented tn the Paying Agent, Banque Kuibas 
Ltm.-mhourg, IGA, Boulevard Royal, Luxembourg as from that date.- 
At the clow ot Liqurdanon, any outstanding amounts wiQ be 
deposited with the CateM des Ctrnsrpmtkxie m Luxembourg on 
behalf orf the bendkimius. 

Luxembourg. lune 30, iWu .... . . . 

For and on bchali ot the Board ot Dnecinrs 
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CONTRACTS & TENDERS 


NOTICE FOR INTERNATIONAL TENDER 
No 002/PAMARF/98 

THE BRAZILIAN AIR MINISTRY . 

BASQUE DE MATERIAL AERONAUITCO BB RECIFE (PAMA-HF) 
-LOGISTIC STATtOOT 

!. tNVTTES appticuuons from euitabfy qualified rwnpaniea to trader for 
the 12 tiwelvri yean overbad services and 6.000 (Six thousand) 
Landings fnr a fleet of !1 (drfen) Learjrt aircrafts from the Breafem 
Air Farce. 

1 TENDER DOCUMENTS arc available at the “PARQUE DE 
MATERIAL AERONaLTJCO DE RECIFE IPAMARFj* - Rua 
Janufcta Fifcam FUgu sAr. at the Fncoemea Deponmen. from 
Mockfey to Friday, from MX) am m U:3Q pm for a non-nfimbMe fi* 
of RSIOtUXKooc hundred Rca») per lender - 

3. US ACCEPTANCE of the envelopes with the TENDER", as well as 
the OWNING of the envelopes with itie “DOCUMENTATION" wiU be 

■ proceeded an the L5th fnanxday) of October 1998 at 14:00 pm at Roa 

.. Joraabua Edson Rigis sAr. Ibura. Recrfe - PE, at Ibc Meeting Room of 

- ' dw e m in y- 

4, OTHER rNFORMATTObK ore avatWde on the wkphoae tr IOG55 81) 

- 46I.R533 or fax «* IW5 SI 1 471.1461, Recife - PE. 

T <tvtw fyv m m t ti- f 

Recife. 31 August 1998 


BUY IT! 


.Recycled newspapers 
and magazines 


READ IT! 


made up over 40% of 
the raw material 



used in UK newspapers 
in 1997. 


TO mb OUT HOW YOU CAN 
HELP RECYCLE: 

DIAL THE 

FAX BACK NUMBER 

0660 616233 

0660 calls ctsst 49p per minute 
at all time s 


<£> 

— sssa— 


Oft WRITE TO. 

1 RIVENHAU ROAD. WESTLEA. 
SWINDON, SNS 7BD 
TELEPHONE: 01793 579229 
FAX 01793 8861*2 


Appointments 

Advertising 


appears hi Hw UK etUtlou entry 
Wednesday A Tbnredajf andl"*he- 
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When worldwide market volatility makes headline 
news, of course you are warned about your investments. 
And, at Fidelity, as the world’s hugest independent 
fund manager, we share your concern. The question is 
what should you do now? Fidelity, as wpll as many 
other financial experts, bebeves the answer is: nothing. 

WETiEUK-mnEW 

Take a few minutes to dunk about your next course 
of action. But remember that history invariably shows 
that, in the long run, investor who ride out the storm 
end up better off than those who cash in their equities 

The *87 crash was unpleasant too Yet those who 
grined their teeth and kepi with their investments were 
rewarckd. By December 31, the market ura; higher thati 
when it started the year 

Look back further and you’ll sec that the average 
return on the UK market over one year has been 9.7% 


since 1 946. Taking every five year period over that time 
the average return was 50%. And for every ten year 
period, the average re aim was 206.7%. 

Of course those levels of return haw varied. 
Volatility is a fcarure of equity markets The important 
thing to bear in mind is that in the long run the rises 
have significantly outweighed the Ms. 

1HSTT6EXPBU»CE 

At fidelity we haw been managing people’s money 
for over 50 years, and experienced volatile markets all 
around the globe. Our experience has taught us that it 
is for rislaer to try and 'rime' the right moment to move 
in and out of equines than to stay fully invested. 

DHnGMSjrauia 

At Fidelity looking after people's money is all we 
do. We build portfolios stock by stock with our analysis 
and manageft»making over 46.000 company contacts 


a year In (act, we explore businesses more thoroughly 
dian anyone else. W’c still believe well- managed 
companies will continue to prosper over the long-term. 
Indeed, short-term volatility quite often presents the 
■ astute investor with gpod buying opporrunities. 

FKL TOE TO ASK HUE 

Cher 1 2 mtlhon investors and institutions worldwide 
trusr us with over £340 billion funds under management 
So we know whar we are talking about. We offera wide 
range of funds to sun all needs, and monthly saving and 
phasing options that HonMOTO9AMTOtf*«.7D«fs 

can reduce the effects 0800414171 

of volatile markets. Jvw?f Id • l i t y 7c o u k 
In nmes like now we appreciate your need for gpod 
advice. So if you need more information and practical 
guidance please contact your IFA. or speak to one of 
our highly trained executives. 



WHERE 12 MILLION INVESTORS PUT THEIR TRUST" 
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TELECOMMUNICATIONS DUTCH GROUP STICKS WITH FORECAST OF 2-4 


PER CENT PROFITS INCREASE FOR YEAR 


KPN edges ahead to FI l.Olbn at midway 


By Gordon Cranth In A m sterdam 

KPN. tbe privatised Dutch 
telecoms group, achieved a 
record increase in first-half 
business volumes - but at 
sharply reduced prices as it 
was forced to respond to new 
competitors and a tougher 
regulatory regime. 

As a result, net profits 
edged just 3.5 per cent 
higher to FI l.Olbn (S507m). 

Hans van den Bosch, chief 
financial officer, last night 
gave analysts a picture of 


how the group was fighting 
back. Income was being 
boosted in part by a voice- 
mail service, initially offered 
free to domestic customers, 
which meant that "4-5 per 
cent more calls were being 
completed than before". 

Revenues rose SJ3 per cent 
to F18J33bn, as a surge in 
volumes was offset by the 
lower prices. Growth in 
demand also reflected an 
increase in mobile phone 
users, where KPN operates 
the Netherlands' largest net- 


work. In addition, according 
to Mr van den Bosch, as 
much as 11 per cent of call 
traffic being initiated was by 
modem to the internet. 

KPN controls World 
Access /Planet Internet, one 
of the country’s leading ser- 
vice providers. But an 
attempt to widen this mar- 
ket through a cut-down ver- 
sion called Het Net is 
regarded by industry observ- 
ers as a failure. 

Mr van den Bosch 
defended the group's inter- 


national strategy in the face 
of a dip into a FI 11m pre-tax 

loss in the contribution from 
its affiliates, compared with 
FI 26m profits last time. 

Profitable involvements in 
countries such as Ireland 
and the Czech Republic were 
offset by weakness In Indon- 
esia and a further negative 
result at Unisource, tbe 
European telecoms alliance, 
which cost FI 102m. 

However, Unisource - 
with which AT&T of the US 
plans over two years to cut 


its ties - formed only part of 
KFN’s plans for foreign mar- 
kets. Mr van den Bosch said. 
He added: “I think alliances 
will remain in certain mar- 
kets or services but not on 
the scale as before.” 

KPN said a ruling due 
within days from Opta, the 
industry watchdog, “could 
have an effect on future 
results". Opta is due to pro- 
nounce on tariffs proposed 
by KPN for providing con- 
nections to rival services, 
after the company was pro- 


hibited from passing on 
costs of the local loop where 
calls originate or end. 

But Mr van den Bosch said 
he did not expect substantial 
price decreases in the second 
half. KPN left unchanged a 
full-year forecast of a slight 
Increase - of 2-1 per cent - 
in net profits from the 
FI i. 94bn achieved by the 
then PTT Telecom in 1997. 

That comes before a pre- 
tax charge of FT 500m- 
FlSQOm, to be taken late this 
year, to cover job cuts. 


VW dismisses 
speculation over 
trucks takeover 



Albrecht Schmidt, chief executive of the new HypoVeremsfaenlc, gives the ‘thumbs up 1 sign in front of the new bank's offices in Munich. 
HypoVerehwbank, created by the merger of Bayerische Vereinsbank and Bayerische Hypotheken- und WechaeJ-Bank, was officially 
formed yesterday, it will be the second biggest bank in Germany, with pro-forma consolidated assets of DM882bn (S4S9m). Routers 


Canal Plus wins soccer rights 


By Haig Simon fen In Hanover 


Volkswagen, Europe's 
biggest carmaker, yesterday 
confirmed its ambition to 
expand into the heavy truck 
business, but pulled back 
from earlier statements that 
it intended to do so by buy- 
ing a leading manufacturer. 

VW said its priority now 
was to shorten the lengthy 
order backlogs which had 
built up for many new mod- 
els. such as the Golf. The 
company also appears to 
have decided to wait until 
the next big downturn in 
commercial vehicle demand, 
rather than pursue an acqui- 
sition at current inflated 
prices. 

The speculation about 
VWs takeover plans, fuelled 
by Ferdinand Pitch, chair- 
man. has caused turmoil in 
the truck industry. MAN of 
Germany and Sweden’s 
Scania have regularly dis- 
missed speculation they are 
among VWs prime targets. 

Bemd Wiedemann, head of 
V\V’s commercial vehicles 
division, said: "We are not 
under any time pressure.” 
Although buying an existing 
manufacturer would acceler- 
ate VWS plans, the company 
was “investigating other pos- 
sibilities". such as joint ven- 
tures or developing its own 
products. "There are plenty 


of willing brides, but the 
dowry is considerable," he 
said. 

Mr Wiedemann said sales 
of its current European-built 
light commercial vehicles 
had climbed 7 per cent to 
160,000 units in the first 
eight months of this year. 
Turnover reached DM7.6bn 
(H3bn) last year, 18 per cent 
higher than 1996. 

Mr Wiedemann said the 
world market for commer- 
cial vehicles, including 
sports utility products, 
would grow by about 20 per 
cent in the next three years. 
He forecast the fastest 
increase in central and east- 
ern Europe, where sales 
should soar by 70 per cent to 
more than 700,000 units. 

• Adam Opel, the German 
subsidiary of General 
Motors, expects sales of 
about 150,000 commercial 
vehicles a year in western 
Europe by 2005. Gary 
Cowger, new Opel chairman, 
said the growth would come 
mainly from the company's 
co-operation with Renault of 
France to produce a new 
generation of medium and 
heavy vans. 

Mr Cowger said the com- 
pany would invest more 
than DM8bn in Germany to 
develop new products and 
facilities over the next five 
years. 


By David Owen in Pate 


Canal Plus, the French 
media group, last night 
announced that four top Ital- 
ian soccer teams bad 
awarded exclusive broad- 
casting rights to Telepifu its 
90 per cent-owned Italian 
subsidiary, for six seasons 
for an undisclosed sum. 

The quartet - Juventus, 
AC. Milan, Intern azionale 
and Naples - include three 
of the teams expected to par- 
ticipate in a future European 
super league if the venture 
gets off the ground. 


Canal Plus said the agree- 
ment is to take effect in Sep- 
tember 1999 and extend 
through to June 3005. 

It said the rights were for 
Telepill’s premium channels 
'and its pay-per-view soccer 
service, PlfiCalcio, which is 
part or its D PtD digital pack- 
age. 

It said the deal would pro- 
vide Telepifi and D PM Sub- 
scribers with live coverage 
of matches involving the 
four teams. 

Michel Thoulouze, Telepill 
chairman, said the four 
accounted for 65 per cent of 


the TfnH.Tn pay-per-view mar- 
ket. 

Canal Plus has also 
obtained rights to the world- 
wide broadcast rights of 
Juventus, AC Milan and 
Intemazionale for the same 
period, to be marketed by its 
new subsidiary. Sport Plus. 

Mr Thoulouze said the Ital- 
ian football league bad 
agreed that pay TV and pay- 
per-view rights should be 
negotiated on a dub by chib 
basis, although rights to 
highlights and the Italian 
cup would remain with the 
league. 


Mr Thoulouze did not 
answer directly when asked 
whether the deal covered the 
eventuality of the clubs 
playing in an eventual super 
league. 

However, he said that if 
forced to choose between a 
super league and the Italian 
league for pay-per-view 
rights, he would choose the 
latter. “There is no super 
league for tbe moment,’’ he 
said. 

Italy has become the cen- 
tre of a political battle over 
the rights to broadcasting 
soccer matches on pay-TV. 


BBL shrugs off jump in MMK seeks buyer for 
provisions with 1 5% rise paper recycling division 


By NeO Buckley in Brussels 

Banque Bruxelles Lambert, 
Belgium's third largest bank 
and now owned by INC of 
the Netherlands, announced 
a la per cent increase in 
first-half net profits, despite 
a big increase in write- 
downs and provisions linked 
in part to the Asian crisis. 

Net income ruse from 
RFrn.frfibn to BFr6.76bn 
reflecting a 10.3 per 
cunt rise ui total revenues 
from BFrlT.lbn to BFr5I.9bn 
and only a 3.7 per cent 
increase in costs. 

Grn*;s operating income 


jumped 20 per cent from 
BFrl8.4bn to BFr22.1bn. But 
depreciation, write-downs 
and provisions more than 
doubled from BFrS.34bn to 
BFrioiftm. 

The difference resulted in 
part from accounting 
changes, but also included 
BFr900m added to provisions 
for BBL’s Asian exposure - 
on top of BFrtOOm set aside 
In 1997 - as well as write- 
downs on holdings in Asian 
subsidiaries, including a 
BFKKMra writedown on the 
investment portfolio. 

The provisions increased 
the loan-loss ratio from 0.29 


per cent last December to 
0.39 per cent, although this 
remained within the bank’s 
target of 0.4 per cent 

Net interest income 
increased 6 per cent to 
BFr28.9bn, while non-inter- 
est income increased 155 per 
cent to BFriSbn, because of 
strong growth In commis- 
sions. The limited cost 
increase improved the cost- 
income ratio from 61 per 
cent to 57.3 per cent. 

Michel Tilmant. chief exec- 
utive. said BBL was “inter- 
ested" in Credit Lyonnais 
Belgium, a unit of the 
French bank, that is for sale. 


By WIBtam HaH in Zurich 


Mayr-MelnhoF Karton, the 
Austrian group which is 
Europe's biggest carton- 
board maker, is seeking a 
buyer for its troubled waste 
paper recycling business. 

Profits at the division, the 
smallest of MMK*s three core 
businesses, last year col- 
lapsed from Sch25m (S2m) to 
Sch2m, even though volume 
increased 20 per cent to 
97-1.000 tonnes. In the first 
six months of 1998 the unit 
achieved little more than 
break-even on marginally 
lower sales of Sch711m, 


because of continuing low 
waste paper prices. 

MMK said yesterday it was 
reconsidering the future of 
the division, which primarily 
operates in Germany and 
employs 600. 

Options include total 
divestment; the sale of a 
stake to another partner, or 
upgrading the business to 
include the recycling of 
other materials, such as syn- 
thetic materials and metals 
as well as waste paper. 

However, Robin Home, of 
Dresdner Kleinwort Benson 
in London, said a sale made 
most sense, it is a low qual- 


ity business and MMK 'a raw 
material supply is protected 
by long-term contracts. 

MMK's operating prefits in 
the first half of 1998 rose 33 
per cent, to Sch666m and 
operating margins increased 
from 92 per cent to 101 per 
cent. In cartonboard, MMK’s 
biggest division, earnings 
before interest and tax rose 
36 per cent to Sch472m, 
while- packaging profits rose 
21 per cent to Schl83m. 

Group net income, which 
rose 44 per cent In 1997, is 
forecast to rise 20 per cent to 
more than SchSOOm in the 
current year. 


NEWS DIGEST 


TaECOMMUNICATlOf^ 

Ericsson pulls out of 
Burma after US boycott 

Ericsson, the Swedish telecommunications group, has cut 
all business ties with Burma because of threats of a con- 
sumer boycott by US activists hostile towards the ruling 
Burmese military junta. The US has targeted Burma with 
sanctions to protest at human rights abuses allegedly car- 
ried out by the Rangoon government 
Ericsson said yesterday it feared its Involvement in 
Burma - one of its smallest markets, with sales of just 
SKr20m ($2.5m) last year - could harm its business in the 
US. “The level of activity around this issue has been 
increasing such that It may now have an impact on our 
shareholders and customers," said a senior Ericsson offi- 
cial. He stressed the decision to pull out was taken on . 
commercial grounds and was not a moral judgment 
Greg Mctvor, Stockholm 


PHARMACEUTICALS 


Synthelabo advances 17.9% 

Synthdlabo, the pharmaceuticals subsidiary of L’Ortal, the 
French cosmetics group, yesterday reported a 17.9 per 
cent rise In first-half pre-tax profits to FFrlbn {SI 69m), 
which It attributed to strong growth in sales. These were 
ahead 8.3 per cent to FFr€.24bn. 

Stripping out the effects of currency and acquisitions - 
mainly the consolidation of Sanorania, the German generic 
drugs group acquired last year from Pharmacia & Upjohn 
- growth was 7.1 per cent The company said yesterday 
that It was stiD looking to lift sales through acquisitions. 

"it is part of our strategy to make acquisitions in coun- 
tries where we want to reinforce our position, or when we 
want to develop our specialties - the central nervous sys- 
tem, cardiovascular, urology and gastrointestinal,” the 
company sakl. 

Syrrthtiabo already derives about 70 per cent of Its reve- 
nues from overseas markets, mainly In the rest of Europe, 
North America and Japan. 

The group forecast full- year sales growth of 6 per cent 
and said the pre-tax figures would show a steeper 
increase. Last year it reported net profits of FFr1.1 bn. 

Mark Mulligan, Paris 


SHIPPING 


VLCCs buoy Frontline 

Frontline, the Norwegian-owned tanker operator, yesterday 
reported record quarterly results, helped by the Increased 
size of its fleet and improved trading of its very large crude 
carriers (VLCCs). Second-quarter net income rose tenfold 
to $14.7m from 31 .4m In the year-earfier period. Earnings 
before interest tax and depreciation, Including earnings 
from associated companies, rose from $25m to $33. 6m 
while net operating revenues for the first six months rose 
from $88m to $105m. 

Yesterday’s results were the first since Frontline 
acquired control of three ship-owning companies, which 
added six new VLCCs and four modem Suezmaxes to its 
fleet after it merged with London & Overseas Freighters. 
Frontline predicts the third quarter will show a “stable to 
positive development In operating profit”, based on the 
increased fleet and strong VLCC earnings. 

Valeria Skfild, Oslo 


SPAIN 

Iberdrola boosted by rainfall 

Iberdrola, Spain's second largest power utility, raised Its 
attributable net profit by more than 10 per cent in the first 
half-year to Pta54.43bn ($363m), the biggest increase in 
tire sector and ahead of market expectations. High rainfall 
enabled the company, which Is heavily geared to hydro- 
electric production, to Increase its overall output of elec- 
tricity by more than 5 percent 
Operating profits rose 16 per cent to PtaT07.9bn in spite 
of a 3.63 per cut in Spanish electricity prices under plans 
agreed with the government for deregulating the Industry. 
Iberdrola said it reduced its outstanding debt by Pta50.9bn 
in the period to PtaB43.6bn. David White, Madrid 
■ Grupo Union Fenosa, the Spanish electricity-based 
conglomerate, said yesterday its first-half net profit rose 
5.4 per cent to Pta15.68bn, slightly below analysts’ expec- 
tations. The group said first-half sales of Pta200bn were 
not comparable with last year's Ptal72J55bn because of 
new accounting standards for electricity companies. Its 
listed parent company, electricity provider Union Fenosa, 
showed a net profit rise of 3.1 per cent AP-DJ, Madrid - 
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Branching out within bounds 

Banca Popolare di Verona sticks with its roots, writes Paul Betts 


B anca Popolare di Ver- 
ona, one of Italy's larg- 
est regional co-operative 
banks, appears unconcerned 
by tbe financial turmoil in 
Asia. It recently opened a 
representative office In Hong 
Kong to support its small 
and medium sized corporate 
customers in their export 
drives. 

"Many of our customers do 
business in tbe Far East: 
they sell ceramic tiles, mar- 
ble and other products to 
China and other Asian coun- 
tries," says Giorgio Zanotto, 
the bank chairman and a for- 
mer mayor of Verona. 

But If the bank Is branch- 
ing out east, Mr Zanotto 
quickly adds that its strat- 
egy remains firmly rooted In 
the wealthy and fast-growing 
regions of Veneto, Emilia 
Romagna and now Lom- 
bardy following its recent 
Ll^OObn fS860m) acquisition 
from Credit Lyonnais of Cre- 
dito Bergamasco. 

“The Bank of Italy 
believes that regional banks 
such as ours will have a role 
in the future market of Euro- 
pean monetary union, and 
we want to continue to grow 
In our regional market," he 
says. 

The co-operative bank has 
grown rapidly in the past 
five years through aggres- 
sive acquisitions. In 1993. it 
launched the first successful 
hostile bid in Italy - far 
Banco San Gemini ano and 
San Prospero - to expand in 
the Emilia Romagna region. 


It later took over Credito 
Bergamasco in Lombardy, 
fending off local rival Cassa 
di Risparmio di Verona, 
which is now part of the Unl- 
credito banking group led by 
Milan's Credito Italiano. 

Nor Is Us spree over. In 
June it listed on the Milan 
stock exchange, giving it the 
flexibility to finance future 
acquisitions with shares. 

Although much larger 
financial groups have grown 
up around the Verona bank 
in the current wave of con- 
solidation, Banca Popolare di 

We have no 
intention of 
expanding 
further south 
than Bologna’ 

Verona believes this trend 
plays Into its hands. It- 
argues that as banks become 
larger they risk losing touch 
with local customers. . 

“We have no intention of 
expanding further south 
than Bologna and we have 
no Intention of acquiring 
troubled banks." says Mr 
Zanotto. 

So why has it not Itself 
become a takeover target? 

With nearly 550 branches 
In some of the richest parts 
of the country, net profits of 
LiSTbn last year - expected 
to grow to L248bn this year 


- and total assets of more 
than L40,000bn. the bank 
would be an appetising mor- 
sel for one of the big new 
groups being formed ta Italy. 

As a regional cooperative, 
the bank is protected by its 
statutory rules making a 
hostile takeover complex 
and expensive. 

Under these rules, share- 
holder votes are counted on 
a per-capxta basis rather 
than a per-share basis. It 
would require 48,000 share- 
holders - even If some hold 
only a single share - to 
approve a takeover. 

Unlike at other co-opera- 
tive banks, employees have 
no voting rights. And no 
s h areholder can hold more 
than 0.5 per cent. 

Recent government 
attempts to change the stat- 
utory rules of these coopera- 
tive Institutions failed 
because of powerful lobbying 
by managements. However, 
the government says it will 
eventually deal with the 
issue by proposing specific 
regulations for co-operative 
banks. 

When that day comes, it 
could spark a new wave of 
corporate . deals in Italian 
banking. As Credit Suisse 
First Boston points out In a 
recent study: “These hanks 
are the perfect .acquisition 
target for large Italian 
banks, thanks to their high 
regional market share, 
strong locus on retail bank- 
ing and efficient cost struc- 
ture," 
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|HlN$ out of 
iumia after US boycott 


Applied Power offers £207m for Rubicon 


By Janette Owen 
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Applied Power. the 
acquisitive US engineering 
group, has made a £207m 
($342m) recommended cash 
offer for Rubicon, which pro- 

■v. duces and assembles com- 
puter boxes. 

■ Applied said the deal, 
underpinned by a $350m loan 
facility with Bank of Amer- 
ica, would make it the lead- 
ing global provider of tai- 
lor-made cabinets for 
electronic equipment 


Rubicon, which has four 
sites in Scotland, two in 
E ngl and, one in Ireland and 
two in the US, is sent techni- 
cal equipment which it fits 
Into boxes aq <| raisings that 
it has made to the custom- 
er’s specifications. It also 
makes specialised magnets. 

Applied is offering 235p in 
cash or loan notes for every 
Rubicon ordinary share, a 47 
per cent premium over Fri- 
day’s closing price, and 50p 
for each preference share. 
However, Applied plans not 


to pay the Op final dividend 
proposed by Rubicon's 
board. Rubicon shares rose 
6J>p to 225p. - 

This is the second foray 
into the UK engineering 
business this summer for 
Milwaukee-based Applied 
Power. In June it paid 
£115.5m for Vero, the elec- 
tronic racks and enclosures 
group, after a long battle 
with Pentair, its US rival. It 
has also ■ recently bought 
Zero, a US company which 
makes temperature control 


equipment fbr computers. 

Applied Power made a pre- 
tax profit of $122m on sales 
of $l-416bo in the year to 
August Richard Sim chair- 
man, said the deal would fur- 
ther his company’s global 
amhttinng and would nwan 
growth for Rubicon's 
operations. “Rubicon fits in 
well with our customers, 
many of whom have relo- 
cated to Scotland Or Ir eland. 
We are always looking for 
acquisitions dose to our cus- 
tomer base.” 


Mr Sim said he could not 
rule out further European 
acquisitions, in the long 
term, to get close to Applied 
Power’s telee nmmnnipgtjpnF 
customers. He ruled out a 
challenge for Rubicon from 
Pentair. 

Greg Johnson, analyst at 
Charterhouse, said that the 
Rubicon price was fair, but 
was lower than expected, 
because of market turbu- 
lence. “The only question 
now is whether Pentair will 
launch a bid as well.” 


Tim Wightman, Rubicon 
chief executive, who will 
continue to manage the com- 
pany and take a greater role 
with Applied Power, said 
that the jobs of its 2.800 
workers would be protected. 

In March. Rubicon sold 
two of its divisions for gram 
to a management bay- out. 
The disposal contributed to 
pre-tax losses of £i&Sm for 
the year to May 31. 

Applied was advised by 
Goldman Sachs and Rubicon 
by HSBC Investment Bank. 
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Wallis to head 

Therapeutic 

Antibodies 


By Jonathan Sulfide 
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Stuart Wallis, the former 
S* chief executive of Fisons, the 
^ pharmaceuticals business. 


.• -j 


" • ' l.-’r.- 


was yesterday appointed 
chairman of Therapeutic 
Antibodies, a biotechnology 
company which uses sheep 
to manufacture rattlesnake 
serum. 

Mr Wallis, 52, who has a 
formidable reputation as a 
company doctor, has the job 
of restoring the health of the 
cash-strapped business, 
which is London-listed but 
based in Nashville, Tennes- 
see. 

The company announced 
yesterday that seven direc- 
tors had resigned “amicably” 
in a bid to simplify the board 
structure and makp it more 


attractive to UK investors. 


PLCCs buoy Frontline 
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They included Professor 
John Landon, one of the 
company’s founders and its 
executive director for 
research and development, 
who was paid £120,000 
($198,000) last year. 

Five of the seven were 
non-executives paid in share 
options. Mr W allis said they 
were members of Nashville's 
country club, and had been 
encouraged to invest in the 
business by Martin Brown, 
the previous chairman. Mr 
Brown was formerly head of 
Jack Daniels, the Tennessee- 


based whisky company. 

The immediate problem 
facing Mr Wallis and 
Andrew Heath, appointed 
chief executive in May, is 
that the lossmaking business 
will run out of money next 
month. Therapeutic Anti- 
bodies, which reports results 
in dollars, had just $3 .27m in 
cash at the end of June, but 
spent $20m in 1997. The com- 
pany subsequently raised 
$3. 15m in interim funding 
from US private -investors. 

Mr Wallis hopes to do bet- 
ter in the UK However, he 
believes that to appeal to the 
City the company heeds to 
move its headquarters to the 
UK where an as-yet-to-be-ap- 
pointed finance director wQl 
be based, and have a 
smaller, more professional 
board. 

The company hopes to 
raise £20m, which it said will 
support it untQ it breaks 
even. Analysts believe this 
will be in 2001. 

Shares in Therapeutic 
Antibodies have tumbled 
from £5h25 at flotation two 
yean ago to less than £1 
recently, reflecting a loss of 
confidence both in the com- 
pany and the biotedh sector 
as a whole. 

The shares rose. 2Vip to 
77Vip yesterday. Analysts 
welcomed the board 
changes. 


bartiroia boosted by rainfai 
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Volvo and 
t Henlys plan 
Mexican buy 


By Haig Sknndan hi Hanover 



LEGAL 

KOTICES 


* 


Mk - mm - *mwsl' ** . 

r 5m Mm f?* ^ 

- frL- . 




v’ : - 

4M«K'.'-:-*Wpl-VvMih 






**-'*££■ 

.Ml ^ 


ww^. \ftc~ ■' 7 

-« Ml**: »«. ; 

■ IrtlMb * 

. 

^aa mm^'*****. ~ 




• ? 


Volvo yesterday underlined 
the importance of its rela- 
tionship with Henlys, the UK 
bus group battling with May- 
flower for control of Dennis, 
by revealing that the two 
companies were poised to 
moke their third big invest- 
ment In North America. 

Bjdrn Larsson. head of the 
Swedish group's bus divi- 
sion, said the two were in 
advanced talks to buy 
MASA. the biggest coach- 
builder in Mexico. Privately 
owned MASA has more than 
50 per cent of the country’s 
coach market, which exceeds 
4,000 vehicles a year. 

Mr Larsson dismissed 
speculation that Volvo's 
decision to buy 10 per cent of 
Henlys could trigger an 
investigation by the Office of 
Fair Trading on competition 
grounds. “We have taken the 
best advice you can. get in 
that regard", he said. Volvo 
yesterday said it had lifted 
its stake in Henlys to about 
9 3. per cent 

Speaking at the Hanover 
truck show. Mr Larsson 
reminded Mayflower it 
would would have to con- 
tinue working with Volvo, 
whatever the outcome of the 


takeover battle. “We should 
all remember there is light 
after the fight, and you 
should not sling too much 
mud." 

He noted that customers 
buying Volvo bus chassis 
most commonly used May- 
flower’s Walter Alexander 
subsidiary to build bodies for 
their vehicles. 

Mr Larsson declined to 
reveal a price for the Mexi- 
can acquisition, but said It 
should be completed by the 
end of this year. Volvo and 
Henlys would aim to develop 
MASA’s exports to the US. 
MASA’s foreign sales are 
currently concentrated on 
neighbouring countries in 
central America. 

North American co-opera- 
tion is the main reason 
behind Volvo's support for 
Henlys in its bid for Dennis. 
Buying Dennis would allow 
Volvo and Henlys to expand 
their North American bus 
range by adding adapted ver- 
sions of its existing British 
mid-sized buses to their big- 
ger. heavier vehicles. 

North American demand 
for mid-sized buses weighing 
less than 12 tonnes is expec- 
ted to flourish, and Volvo 
currently had no suitable 
products, said Mr Larsson. 


Mayflower raises 
stake in Dennis 


By John Griffiths 
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Mayflower, the engineering 
group, has bought a further 
3.4 per cent of Dennis, the 
bus and specialist vehicle, 
builder for which it Is seek- 
ing to outbid arch-rival Hen- 
lys. It now holds 43 per cent 

With share prices reeling 
under the fall-out of the 
Asian and Russian fi na nci a l 
crises, the llVsp drop in Hen- 
lys’ share price yesterday to 
457p reduced the notional 
value of its offer for Dennis 
to 1266m <$439m). 

This ia still 4.4 per cent 
higher than Mayflower’s 
450p per share all-cash offer, 
valuing Dennis at £256m, but 
well below the £309m valua- 
tion on the basis of Henlys' 
565p share price. at the time, 
the offer was made. 


Mayflower, whose own 
shares fell 6ttp yesterday to 
159Vip, gave no indication 
that it would consider .rais- 
ing its offer. 

Mayflower's purchase of 
further shares in Dennis - at 
450p a share - compares 
with a dosing price for Den- 
nis yesterday of 456p, down 
9p. 

Mayflower last night said 
that the fell showed institu- 
tions were “hailing out" of 
Henlys' recommended 
shares-phis-cash bid. 

Mayflower, meanwhile, 
yesterday paid £i0.4m cash 
purchase of the automotive 
stamping, tooting and 
exhaust system manufactur- 
ing businesses of Roth Tech- 
nlk Abgastechnologie, a 
southern - Germany-based 
engineering group. 


CRH plans large acquisitions 


By Jonathan Guthrie 


CRH, the Irish building 
materials group. Is planning 
to exploit felling asset prices 
in the UK and Continental 
Europe by making substan- 
tial acquisitions. Don God- 
son, chief executive, said It 
could spend up to I£500m 
($695m). 

He said the balance sheet 
of the group was “under- 
leveraged”. with gearing of 
39 per cent: “I suspect it 
should be 60 to 70 per cent at 
current interest rates.” 

The group yesterday 
unveiled a 31 per cent rise in 
pre-tax profits to l£S5-2m, 
well ahead of analysts’ fore- 
casts of I£75m-I£78m. The 
improvement was driven by 
strong demand for building 
products in the US, fuelled 
by mild weather, in CRH’s 
north-eastern stronghold. 
Trading profits in the Ameri- 
cas more than doubled to 
£29 -8m. 

Howard Seymour, a build- 
ing materials analyst at 
ABN Amro, tbe broker, said: 
“They have been expanding 


strongly in the US and are 
now reaping the fruits of 
this.” 

CRH has grown into one of 
the world’s biggest building 
materials businesses 
through a programme of 
small, bolt-on acquisitions 
which, combined with capi- 
tal investment, absorb 
I£l00m-I£300m a year. The 
total in the six months to 
June 30 was Isn7m, with a 
similar level of expenditure 
expected in the second half. 

Mr Godson said: “Every 
now and again, we augment 
that [programme] with 
acquisitions that offer 
greater strategic fit . . . that 
would he the upside of the 
current shenanigans in the 
marketplace." 

He said CRH had underbid 
for Hall & Co, the builders 
merchant which RMC Group 
agreed to sell to Wolseley 
last month for giffiiri. 

CRH is keen to expand the 
activities of Keyline, its own 
UK builders merchant Ana- 
lysts see this as a poor per- 
former, but Mr Godson said: 
“Performance and net assets 



Don Godson under-leveraged balance sheet 


Asriey Ashwood 


are coming into line with 
what we want" 

The smallest increase was 
in continental Europe, where 
trading profits were only 8 


per cent higher. 

Group turnover was 27 per 
cent up at JElJSlbn. Interest 
payments were covered 6.17 
times by operating profits. 


COMMENT 


Electricity merger 


There is only so long a com- 
pany can wait for a generous 
American to charge over 
with a bid premium. Failing 
that, yesterday’s merger pro- 
rides a decent way forward 
for both Southern Electric 
and Scottish Hydro-Electric, 
especially for Southern, 
which winds up in control in 
line with its larger market 
capitalisation. The deal was 
billed as a no-premium 
merger, but Southern's 
shares were probably buoyed 
by some bid speculation. The 
main justification for the 
deal is that it removes the 
risk of volatility in electricity 


Southern Electric/ Scottisb- 
HydroHeetric 

Snani prices rstatne id tne 
FTSE Afl-Shao Into 
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prices for both generator and supplier. Arguably, avoiding 
that risk is more important to electricity suppliers, such as 
Southern, which have slimmer margins to protect. 
Long-term supply contracts can achieve this as well, but are 
more expensive. Hie savings from removing risk are not 
huge, and aione would not have justified a chunky takeover 
premium, but here they are a plus. 

Meanwhile, Hydro gets a route to market for its power. 
With competition in the supply of electricity, this will no 
longer be a captive market. But there may be just enough 
inertia to prevent customers from defecting to marginally 
cheaper electricity providers. Both companies will also share 
some cost savings, which look less vulnerable to regulatory 
scrutiny than ones from a merger of two regional electricity 
companies. And if there ore any suitors still out there for a 
rec, this deal should flush them out 


Technology and telecoms 

The punchier the ratings, the heavier the fells when inves- 
tors get jittery. The larger high technology stocks have 
fallen around 30 per cent or more from their highs. In 
telecommunications, the rout has mainly hit new arrivals 
such as Colt, Energis and Orange. Hie numbers may look 
scary, but not all of this year’s gains in the sectors have 
been lost. 

And despite the sell-off. the ratings are still not cheap. 
Next year's p/e ratios for high-tech stocks range from 25 to 
50, which still implies challenging earnings assumptions. 
The question for investors is how vulnerable these earnings 
are to recession. Spending on telecoms and technology may 
be less discretionary than last time round, but it has not 
become Immune from the economic cycle. The bad news is 
far from over. 


Barclays bites the Russian bullet with losses of $540m 


Chief executive unfazed by exposure to economic collapse and 
says ft is ‘all part of the risk business’, writes Clay Harris 


F or a man who had just 
announced charges and 
losses totalling £325m 
($540m) before tax, as a 
result of his bank's direct 
exposure to Russia and col- 
lateral damage in other mar- 
kets, Barclays chief execu- 
tive Martin Taylor was 
remarkably relaxed yester- 
day. 

After putting Barclays' net 
Russian exposure of £340m 
in tbe context at its roughly 
£20bn of assets, he said this 
what banking was all about 
“We’re in the risk business. 
We take positions. We lend 


money. We get most of it 
back.” 

Nevertheless, it was a sen- 
sitive m o men t — “maddening 
for all of us" - for Mr Taylor 
and Robert Diamond, chief 
executive of Barclays Capi- 
tal, the subsidiary responsi- 
ble for most of the Russian 
exposure. 

Coming up to the first 
anniversary of Barclays' 
somewhat messy retreat 
from full-fledged investment 
banking that left Barclays 
Capital as a stand-alone debt 
markets operation, such an 
embarrassment was tbe last 


thing either man needed. 

But Mr Taylor, who had 
been “hugely encouraged" 
by progress at Barclays Capi- 
tal, was adamant: “I really 
don’t see why the collapse of 
governance in one country 
should. change my view or 
the board's view about what 
business the bank ought to 
be in." 

Mr Diamond said “any 
prudent business person" 
would be reviewing business 
plans uow, although he gave 
no reason to expect immedi- 
ate drastic changes. 

"I think we can learn 


interesting lessons from this 
event, which would stop 
short of never, ever doing 
this again." Mr Taylor said. 
He made a virtue yesterday 
of showing his maths - in 
contrast to other interna- 
tional banks which had 
made earlier and muddier 
statements. 

He said he had told execu- 
tives last week: “I don't want 
to see a provision that isn't a 
multiple of £50m.” Any more 
detailed figure would be spu- 
riously precise, he said. The 
pre-tax charge of £250m 
would hit net profits by 
£150m. 

Barclays’ Russian expo- 
sure is made up of four ele- 


ments - in descending order 
treasury bills (GKOs), finan- 
cial counterparties, bank 
lines and commercial cred- 
its. It had written all down 
to 20 per cent of their dollar 
value. 

Mr Taylor said Barclays 
was confident of its hedging 
arrangements with Western 
counterparties, but it would 
be “imprudent to count on" 
hedging with Russian insti- 
tutions. “If the Russian 
hedges had held, we would 
have had substantial protec- 
tion,” be said. 

"The problem here wasn’t 
the size of the exposure, but 
the event of the default,” Mr 
Taylor said. In feet, Barclays 


had not reached its “country 
limit” for exposure to Rus- 
sia. 

At £340m, the size of its 
net exposure to Russia was 
not out of line with that in 
other emerging markets. 
Barclays’ exposure to the 
Asia's “IMF three" - Indon- 
esia, South Korea and Thai- 
land - had fallen from 
£1.2bn at December 31 to 
£9 00m, or an average of 
£300m, at June 30. 

• National Westminster 
Bank said it was “comfort- 
able" with exposure to Rus- 
sia, which is believed to be 
less than £100m. Lloyds TSB 
said its exposure was “very 
tiny". 


Bunzl overcomes falling prices 


By Jonathan Ford 


Bunzl, the paper and 
packaging distribution 
group, weathered the effects 
of price deflation and ster- 
ling’s strength to lift interim 
operating profits 6 per cent 
to £67.4m ($HL2m). 

Falling prices for paper 
and plastic packaging, 
driven by a decline in raw 
material prices, left Bunzl 
reliant on volume growth to 
increase profits, while the 
strong pound squeezed prof- 
its on translation. 

Anthony Habgood, chair- 


man, said the group h ad not 
been hit by falling prices 
because the rate at which it 
turned over stock - once a 
month - was among the 
highest in the packaging dis- 
tribution industry. 

Excluding exceptional 
profits from the sale of dis- 
continued businesses, oper- 
ating profits grew 16 per 
cent to £66J9m on sales 12 
per cent higher at £953 .Sm. 
At constant exchange rates, 
operating profits were up 20 
per cent 

After interest of £4.6m 
(£l.4m) pre-tax profits were 


£6SL8m (£62.4m). 

Bunzl’ s disposables busi- 
ness. which accounts for 60 
per cent of group sales, 
achieved volume growth of 
6.5 per cent in the first half. 

The business, which dis- 
tributes paper and plastic 
packaging to supermarkets 
and caterers, was helped in 
tbe.US by strong demand for 
home replacement meals - 
takeaway meals served in 
supermarkets. It made prof- 
its of £37-2m (£33.5m) on 
sales of £578£m (£501.4m). 

The tapes and filters divi- 
sion, which produces filters 


and packaging for the 
tobacco industry, increased 
profits from £10.7rn to £14.7m 
on sales of £104 .3m (£83.7m), 
helped by acquisitions. 

Bunzl spent £34m on 
acquisitions in the period, 
partly offset by £15m of dis- 
posals. Mr Habgood said the 
group would continue to 
look for add-on purchases. 
Gearing fell to 46.6 per cent 
against a year-end position 
of 53J2 per cent 

Bunzl declared an interim 
dividend of 2J5p (25p), which 
is to be paid as a foreign 
income dividend. 


Singer may buy back 20m shares 


First Leisure sells 
Blackpool Tower 


By Scheherazade 
PanesNdui 


By Cfcty Harris 


Singer & Friedlander, the 
investment banking and 
fUnd management group, 
increased pre-tax profits by 
nearly 9 per cent,, from, 
£29.1m to £81.6m ($52. lm). In 
the six months to June 30. 
The group also said It would 

seek shareholders’ approval 
to buy back up to 20m 
shares, 10 per cent of the 
total 


Collins Stewart, Singer's 
UK institutional agency bro- 
ker, increased interim oper- 
ating profits to £7.3m, 
against £4m, and a full-year 
result of £8.7m. Profits were 
also up in property, to 
£3.45m (ELSlm), and in mer- 
chant banking, to £5.72m 
(£5.34m). But Carnegie, the 
Stockholm-based stockbro- 
ker of which Singer owns 55 
per cent saw interim profits 
slip to £15.1m (£17.7rn). a 


result made worse by the 
strength of sterling. 

Asset management activi- 
ties also suffered a fell in 
profits to £4.8m (£5. 34m). 
Improvement at Singer & 
Friedlander Investment Man- 
agement was offset by a 
decline In the retail division 
and losses in the capital 
markets unit. 

Singer is buying out share 
options which entitled 18 
senior Collins Stewart execu- 


tives to about half of the bro- 
ker’s equity. It has paid 
£30m for two-thirds of the 
holding; £15m plus interest 
will be paid for the rest in 
2001. Singer said the change 
would result in an accretion 
of profits of £6.2m. 

Goodwill over Collins 
Stewart’s net asset value of 
£&2m at June 30 would be 
written off over 20 years, 
anticipating the new FRS10 
accounting standard. 


Blackpool Tower, the British 
seaside landmark, was one 
of a number of attractions 
sold yesterday by First Lei- 
sure, the nightclubs, fitness 
and bowling group, for £74m 
($122m) cash. 

The buyer is Leisure 
Parcs, a company formed by 
Trevor Hemmings. the for- 
mer head of Pontin's holiday 
camps, who has been linked 
to a possible takeover bid for 
Vymura, the wallpaper 
group. 

First Leisure, criticised 
last year for lack of focus 
after a period of under- 


performance, put its resorts 
division up for sale in April 
after selling its bingo 
operations. Michael Grade, 
executive chairman, said the 
El 1.2m raised from the two 
disposals would reduce net 
debt and allow the group to 
concentrate on its three core 
businesses. 

Also included in the sale 
were piers at Eastbourne, 
Blackpool and Southsea and 
the Winter Gardens confer- 
ence centre in Blackpool. 
The businesses, with a book 
value of £77 .3m, made oper- 
ating profits of £6.2m on 
sales of £30.9m in the year to 
October 31. The shares 
dosed l6Vip lower at 233 ^p. 
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A Prime Site 
for your 


Commercial 

Property 


Advertise your property to 
approximately 1 million FT 
readers in 160 countries. 


Fbr details: 

Tina McGorman 
+44 (0)171 873 3252 


Fax: +44 (0)171873 3098 


ABBEY NATIONAL 
TREASURY SERVICES PLC 

FRF 1,000,000,000 
TEC TO Indexed Floating 
Rale Notes due 2006 
upcondrtio na By and inevocafaly 

guaranteed bv 

ARBEYr NATIONAL PLC 


/gran that n* 
of inleresi for iKe period from 
September 4, 1998 to December 
4, 1998 has been fixed at 3 .22 per 
cent per annum. 

The coupon amounts due tor this 
period are FRF B0. 50 per 
denomination of FRF 10.000 and 
FRF 805.00 per denomination of 
FRF 100.000 and are payable on 
the interest payment dale 
December 4. 1998. 
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NOTIFICATION OF LEGAL ENTITY NAME CHANGES 


Effective 1st September 1998 the names of the following 
legal entitles will be changed: 


NatWest Capital Markets Limned 
changed to 

Greenwich NatWest limited 
NatWest Gilts Limited 
changed to 

Greenwich Naiwest Gilts Limited 
NW Glhs Nominees Limited 
changed to 

Greenwich NatWest Gifts Nominees Umited 


All customers of Greenwich NatWest need take no action 
with respect to these changes. These changes do not 
affect National Westminster Bank Pic 


Greenwich NatWest 
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MANAGEMENT & TECHNOLOGY 



Bridle sweet taflc Kefly Maries, who began trie courses two years ago, was surprised when students began drawing comparisons wWi the workplace 


MANAGEMENT OFFBEAT EDUCATIONAL IDEAS 


Horses for training courses 


Jane Martinson tries out the art of ‘whispering 1 to four-legged 
friends to see if it has lessons for the corporate world 


^ "Whatever happens," 
said a colleague as I 
left the office for the 
weekend, "don’t try to snort 
up my nose when you get 
back.” 

Within a few hours of 
embarking on my two-day 
course to learn the art of 
"horse whispering”, I had 
learned two basic facts. One 
was that it had nothing to do 
with talking, or indeed whis- 
pering, to horses. The second 
was that Monty Roberts, one 
of the men credited with 
starting the latest be-uice-to- 
horses craze, believes you 
should snort up a horse’s 
nose only if you want your 
head bitten oft 
Stripped of my preconcep- 
tions I was left standing in a 
50ft round pen with an 15- 
month- old horse called 
Bonus. 

The point of the course is 
to “join up” with a horse, a 
phrase redolent of the Calif- 
ornia ranch Cram which it 
came. Roughly translated, it 
meant that I had to make 
Bonus, an ungainly black 
and white shire, run in cir- 
cles and then follow me 
around, led only by a desire 
to do what 1 wanted. 

He had to be so keen to do 
my bidding that he would let 
me saddle him up and put a 
rider on his back. And I 
would achieve all this using 
a combination of body lan- 


guage and a long, soft rope. 

Instead of the prancing 
black stallion 1 had envis- 
aged, Bonus was almost 
immobile. All he wanted to 
do was gaze at his friends 
cavorting in a nearby field. 

In front of my 10 fellow 
students 1 was moved to use 
so much body language to 
attract his attention that 
Kelly Marks, the trainer and 
Monty Roberts acolyte, com- 
pared me to a former pop 
star who on one of the 
courses danced the flamenco 
to make a horse move. Only 
much later did I learn that 
the former popster was 
called Arthur and it was not 
a compliment. 

I finally got the attention 
of Bonus by snapping my 
fingers and then adopting 
the quiet but determined 
walk I had been taught. 
Bonus was so surprised that 
he put bis head on my shoul- 
der and needed no further 
instruction to follow me any- 
where. By the time a rider 
was on bis back, Bonus bad 
become Black (and White) 
Beauty and I was hooked. 

But what did any of this 
have to do with management 
theory? I wanted to find out 
why the experience was 
about to be offered as the 
first hands-on "horse whis- 
pering" management course 
in the world, which has 
already attracted the inter- 


est of companies including 
PriceWaterhouseCoopers, 
the accountancy firm. 

I had arrived on the course 
in Oxfordshire ready to 
believe the answer was very 
little, having listened to the 
homespun psychobabble of 
Mr Roberts's training video. 
The film's commentary talks 
of US companies as diverse 
as Merrill Lynch. Font and 


Letting my eyes 
wander for a 
nanosecond had 
the horse turning 
against me 


AT&T watching the man and 
his horse at work in order to 
“better understand the 
human mind”. It also asks 
what horses would say if 
they could talk to humans 
about their behaviour. It 
suggests a warning along 
the lines of "you humans 
don’t look each other in the 


eye . 

Such anthropomorphic 
advice leaves me cold, as did 
the get-back-to-nature mes- 
sage of Robert Redford's new 
film The Horse Whisperer. 
which has prompted some 
controversy about the 


training methods it used. 

But by the time 1 took my 
second horse into the ring - 
a big, nervous three-year-old 
called Princess - r had real- 
ised that all I needed was to 
focus on the task and let- 
nothing distract me or the 
horse. Letting my eyes wan- 
der for a nanosecond had the 
horse quivering and turning 
against me, while sending 
mixed signals was worse. I 
had also learned that 
shouting got me nowhere. 

Roy Scott, a fellow student 
and business solutions m an - 
ager with BT. the telecom- 
munications group, said: 
“This is not exactly rocket 
science, but it’s amazing 
how quickly you forget the 
basic skills." 

His experience on the 
course taught him that 
“people get so wrapped up in 
the process that they forget 
how to communicate”. Wor- 
rying about the rope had the 
horse dozing off. 

There were only a handful 
of stereotypical “horsey 
types” on the course. Susan 
(not her real name) was a 
stressed -out corporate law- 
yer from New York who had 
not been near a horse for 20 
years before she decided to 
spend a weekend recaptur- 
ing an old pleasure. 

By Sunday afternoon she 
said she felt “humbled" by 
her experience. A difficult 
first attempt had left her in 
tears and ready to give up. “1 
felt so intimidated." she said. 


Intelligent Horsemanship, 
Kelly Marks, 01488 71300 . 
Tickets to Monty Roberts’s 
UK demonstrations in Sep- 
tember. 01638311200. 


CONTRACTS & TENDERS 


INFORMATION AND DOCUMENT MANAGEMENT SYSTEM 


Expression Of Interest(EOI) 


The World Intellectual Property Organization (WIPO) is an intergovernmental organization with 
headquarters in Geneva, Switzerland. It is one of the 16 Specialised Agencies of the United Nations 
System of Organizations. WIPO is responsible for the promotion of the protection of intellectual 
property throughout the world, including the administration of the Patent Cooperation Treaty (PCT) 
System. The PCT regulates the filing and processing of international applications for the protection of 
inventions where such protection is sought in several countries. Since the begining of its operation in 
1978, the office ‘of the PCT has received, processed and published more than 350,000 international 
patent applications, of which over 54,000 were filed in 1997. 


Pioneer seizes 
lead in big race 
for thin screen 


During the 4th quarter of 1998, WIPO will issue a Request For Proposal ( RFP) for a major Automation 
Support System for the office of the PCT to pre-qualified Systems integrators. This new system will 
enable the migration from a paper-based environment to an electronic environment for the filing, 
processing and publishing of international applications under the PCT. The objective is to implement 
the system within a 3-year period, while maintaining daily operations. 


Due to the broad scope of die project, the volumes involved and the technical complexity of the 
environment, WIPO intends to select a Systems Integrator who has demonstratable capability to assume 
overall responsibility for implementing this important system. For the first step of the selection process 
WIPO has prepared an EOI (Expression of Interest) package that provides a brief description of the 
project, the pre-qualification criteria for potential partners, and response requirements. Responses to the 
EOI will allow WIPO to pre-qualify potential Systems Integrators. 


In the competition to deliver 
the biggest, thinnest, highest 
definition television screen, 
plasma technology has the 
edge and Japanese 
electronics groups are 
leading the way. 

Pioneer, which already has 
a range of VGA plasma 
screens up to 40in, is to 
launch a 50 in model - the 
PDP-501MX - which it 
claims will be the world's 
largest and highest definition 
plasma screen. 

The screen Is the first of 
its size to feature an XGA 
panel with 1,280 horizontal 
by 768 vertical pixels. 

Pioneer claims It is 2.5 times 
sharper Qian any other VGA 
plasma screen on the 
market. 

It is only 9.8cm deep with 
a 160° viewing angle which, 
its manufacturer says, is 
ideal for boardrooms and 
presentation suites. 
www43loneer.ca.jp 


The EOI package is available from the WIPO Web site at the following address: 

http'7/www.wipo.int/eng/pct/projccts/eoi/index.htm 


Net telephony: 
the latest fax 



JOHN KAY 


Would I rather be 


Henry VIII? 


It's a stupid question - almost as silly as 
the way we measure inflation and 
economic growth 


Big Pictures 


“I'm not scared of horses, 
but I am terrified of not 
knowing how to do some- 
thing in front of people. 

“Look, I'm not even used 
to listening to people. I nor- 
mally boss them around and 
tell them what to do. I really 
did not know bow to do this 
and I'm not used to that” 

Susan thought the course 
would be great for manage- 
ment training. “This course 
is for remedial people, not 
bad horses,” she said. 

Kelly Marks, who started 
the courses two years ago 
for “horsey types”, was sur- 
prised when they attracted 
such a wide range of people 
who began drawing compari- 
sons with the workplace. 

One such' student was 
Nick Jacobs, who is working 
on a pilot course for the cor- 
porate sector, to be launched 
this year. Mr Jacobs, manag- , 
tag director of Rowan Asset 1 
Management, said he had 
been attracted to the ideas of 
Monty Roberts after watch- 
ing a television programme. 

He described joining: up as 
“being all about sending 
clear messages, interpreting 
the feedback and then dos- 
ing the deal, it’s that sim- 
ple". It was also great fun 
and did not involve getting 
anywhere near nostrils. 


If you are reading this, 

Tirwfa i hope you still 
remember the evening we 
spent together in Oxford in 
the summer or 1972. We 
dined at the Elisabeth 
restaurant We enjoyed the 
piperade, the supreme de 
volatile, and the creme 
brfil6e, and much else. 

I had exactly the same 
meal there a few weeks ago. 

I have changed and so, I 
expect, have you. But the 
Elizabeth has not. The dficor 
is just as it was, the service 
is still classically impeccable 
and the piperade. the volaille 
and the erfeme brftlfee are 
stffL on the menu. The coffee 
is brewed by the same 
vacuum process that brewed 
it in 1972 

But the price is very 
different I don’t have the 
bill for our dinner, but an 
old Good Food Guide tells 
me that 1 could have bought 
that meal in 1968 for 31 
shirtings (or £1.55 ($2.55) as it 
became on decimalisation). 
This year, it cost me £23. 

In 1972, neither Linda nor I 
had eaten a hamburger. 
McDonald’s arrived in the 
UK in 1974 and a Big Mac 
then cost 45p. Today you will 
pay £1.84, an annual 
infla tion rate of 6 per cent. 
These comparisons are 
freaks. The curious time 
warp that envelopes the 
Elizabeth, and the relentless 
standardisation of 
McDonald’s, enable us to 
look at these price changes 
with confidence that we are 
comparing like with like. 
Most of the modem economy 
is not like that. 

If you had gone to 
Australia in i960, you would 
probably have gone by sea. . 

A shared cabin on P&O 
would have oast you £132 
Today Qantas will fly you to 
Sydney for £791. a price rise 
of 5 per cent per annum. But 
what you get Is a very 
different product I am 
willing to bet that faced with 
the choice of a six week 
journey by sea for £132 or a 
24-hour flight at £791. most 
people would choose Qantas. 
The improvement in quality 
more than offsets the 
increase in cost When we 
recognise this, we see the 
price of getting to Australia 
has not gone up. It has come 
down. 

A brilliant essay by the 
American economist Bill 
Nordhaus provides a good 
illustration of the issues. 

The price indices we see 
reported measure changes in 
the price of light bulbs and 
of electricity. But we don’t 


buy light bulbs because we 
want light bulbs. We buy 
light bulbs because we want 
light Nordhaus showed that 
if you measure the price of 
light rather than the price 
of the thing s you use to 
make light the difference is 
significant The price of 
li ghting thing s hafi moved in 
line with general inflation: 
the price of light itself has 
fallen. 

Health budgets around the 
world are under pressure 
from the escalating cost of 
medical services. But are 
these costs really rising? 
Evelyn de Rothschild, 
probably then the richest 
man in the world, died 
prematurely in 1836 despite 
the best medical attention, 
money could buy. He died 
from an infection which 
could today be cured by 
drugs available for a few 
pence at any pharmacy. The 
cost of medicaments may 
have gone up, but the cost - 
literally - of living has come 
down. 

But these arguments do 


Henry suffered 
agonies from piles 
and could not get 
to Bristol in less 


than a week 


not all go one way. When I 
bought Linda dinner in 1972, 
I was not really purchasinga 
supreme de volaille- 1 was 
buying her the best dinner 
Oxford could offer. To do 
that today. ! would have to 
take her to the Manoir aux 
Quaf Saisons, and pay the 
£72 that M. Blanc demands 
for a meal. That Is 
equivalent to inflation of 16 
per cent per cent per annum. 
Fine dinners are a positional 
good - their value rests on 
the fact that not everyone 
can afford them, and their 
price rises with the incomes 
of the people who can. 

These problems are not 
minor quibbles. The 
developments I describe - 
the creation of new. higher 
quality restaurants, the 
substitution of new forms of 
transport for old, advances 
in medical technology, and 
improvements in li ghting 
efficiency - are typical of 
what has happened right 
across the economy. And 
that is why the price indices 
we use are hedged by 
doubts. 



INFORMATION TECHNOLOGY BRIEFS 


fax-on-demand and a 
feature that allows callers to 
retrieve product information 
or price lists. 

This month Ricoh 
launches a plain paper 
machine - Fax 4800L - 
which has features including 
fax-on-demand, an 80Mb 
hard disk for data storage 
and data handling 
capabilities for increased 
productivity and reduced 
costs. 

The machine, which can 
be hooked up to a digital 
ISDN line to increase 

delivery speeds, also has the 
option of a second fax line 
to allow simultaneous 
sending and receiving. It 
costs £2,499. 
wwwjicoh-europe.com 


Alcatel offers 
alarm service 


When something goes 
wrong or help is required, 
wireless telecommunications 


often provide the quickest 
way to alert people. 

Alcatel, the French . 
telecommunication group, 
has launched the 4400 
Notification Server, a 
security management device 
linked to a voice 
communication system, 
which can automatically 
transmit alarms and 
messages to Alcatel's 4070 
digital cordless (DECT) 
phones. 

The system is already in 
use in Stedfefijk Ziekenhuis, 
the city hospital in 
Roeseiare. Belgium, where it 
is configured to call the 
mobile handsets of medical 
staff when patients request 
service from their beds, or 
when monitors detect 
changes. 

The notification server, 
which Is expected to have 
many applications including 
enterprise security 
management and equipment 

maintenance, can be 

configured to ring one or 


The author is the Peter 
Moans Director of the Said 
Business School at Oxford 
University and a director of 
London Economics. This 
column appears fortnightly. 


more DECT handsets in the 
case of an alarm. Users are 
notified of the nature, 
urgency and origin of foe 
alarm. 

wwwjaic3tel.com 


System on a 
chip in sight 




Expressions of interest concerning the PCT Automation Support System project should be received by 
WIPO not later than September 30th, 1998. 


As foe use of the intenet for 
voice telephony continues to 
grow, electronics 
manufacturers are looking 
for other ways to exploit IL 
Sending fax messages is 
one which manufacturers 
have begun to address, with 
features such as 
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Chip designers continue to 
integrate more and more 
functionality into their 
creations, leading to the 
point at which entire 
systems can be mounted on 
a single semiconductor 
device: the “system- on a 
chip". At the same time, 
shortening product fifecyles 
mean these increasingly 
complex (large scale 
integrated) circuits must be 
designed ever more qufcWy. 

Designing a LSI chip is a 
three-stage process 
beginning with ‘behavioural* 
design, then logic design 
and fatally layout design. In 
order to speed the process, 
software has been used to 
automate layout design and 
logic synthesis. 

NEC, the Japanese 
electronics group, claims to 
have developed software 
that can automate foe fire* 
step - behavioural design. 

NEC researchers chuff 
their behavioural synthesis, 
system enables users to 
design drips automatically 
from tha-'C” language 

descriptions designed to 
operate the circuit 
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As it happens, the cost of a 
meal at the Elizabeth, rising 
at n per cent a year, almost 
exactly matches the 
movement in the catering 
component of the UK's 
Retail Prices Index. But I 
could reduce catering 
inflation to 6 per cent by 
looking at the price of a Big 
Mac or increase it to 16 per 
cent by measuring the 
change in the cost of a very 
good evening ouL You could 
present a good argument for 
adopting any of these 
figures. 

And if we are so uncertain 
about what has really 
happened to prices, we are 
therefore uncertain about 
what has really happened to 
output and economic 
growth. How do we compare 
a bundle of output that 
consists of sea crossings, 
slide rules and Ealing 
Comedies with one made up 
of package holidays, 
computers and televisions? 
Only by making a decision 
as to how many Ealing 
Comedies equal one 
television. 

I don't know how to do 
that and nor does the Office 
for National Statistics. 

It is tempting to argue 
that we could solve these 
problems if we were more 
careful in the way we 
compile economic statistics. 
There is not much doubt 
that if we paid more 
attention to quality 
improvements and the 
consequences of the 
introduction of new goods 
the reported rate of inflation 
would be lower - probably 
much lower - and the 
reported rate of growth 
would be higher - probably 
much higher. 

But the issue goes deeper. 
Am I better or worse off 
than Henry vm? True. I 
have fewer wives, servants 
and palaces, but Henry 
suffered agonies from piles 
and could not get to Bristol 
in less than a week. 

Asking whether I would 
rather be me or Henry Vm Is 
as stupid as asking whether 
I would be happier if 1 were 
a sheep or a fly, and the 
question is not made less 
stupid by dressing it up in 
figures. 

When someone tells you 
that inflation is 3.7 per cent 
and growth 21 per cent, be 
very wary of believing that 
these numbers tell you what 
has happened either to the 
cost or the standard of 
living. 


wwwjiec.com 
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EURO PRICES 


equities 


CURRENCIES & MONEY 


Battered bourses refuse to crumble R SYNTHE ™ euro ratcs 


be 


EUROPEAN OVERVIEW 


By Phifip Coggan, 
Markets Editor 
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Europe’s stock markets took 
an inevitable battering at 
the opening after Wall 
Street's big loss on Monday, 
but then proved reasonably 
resilient in the face of a very 
volatile US market. 

The BTSE Eurotop 100 and 
300 indices, which include -a 
significant weighting of UK 
stocks, had a poor day as the 
London market caught up 
with Monday's losses in the 
rest of the region. The 100 
Index fell 35.15 or 1.4 per 
cent to 2,477.18 and the 300 
dropped 13.5 to 1,075.49: 


The FTSE Ebloc 100, 
which focuses on countries 
planning to join the single 
currency and thus e xclu des 
UK stocks, held up far bet- 
ter, falling 3-9 points or 0.4 
per cent to 890.72. 

The worst performing sec- 
tor of the day was oil explo- 
ration, which dropped 6.5 per 
cent, with Enterprise Oil 
falling Ecu 0.4 to Ecu 5.24 
ahead of results tomorrow. 

Financial stocks continued 
to be volatile in the light of 
the Russian crisis. Barclays, 
which outlined its Russian 
losses yesterday, dropped 
Ecu 1.3 to Ecu 193 but the 
German banks, which have 
seen the biggest sell-offs 
since the Russian debt 


restructuring, managed 
some modest rebounds. 
Deutsche was up Ecu 2.4 to 
Ecu 57-52. 

The sheer scale of the 
decline in European markets 
is prompting some analysts 
to hope that the end may be 
in sight. 

Mark Howdle. European 
portfolio strategist at Salo- 
mon Smith Barney, points 
out that Europe has already 
experienced its largest cor- 
rection since 1990. 

“While equity prices have 
fallen, US and core European 
bond yields have hit new 
post-war lows. This has 
taken the relative valuation 
of European equities against 
bonds to the most extreme 


levels of the past decade.” 
says Mr Howdle. 

“The implied long run 
growth in earnings and divi- 
dends is now at its lowest 
level for 12 years. Assuming 
a constant risk premium of 3 
per cent, the market is now 
priced for. only 5 per cent 
growth to perpetuity." 

Mr Howdle adds: “The 
risks to global growth have 
risen appreciably over the 
past couple of months. 
But we are still not con- 
vinced that a recessionary 
Tsunamai wave is heading 
for Europe’s shores. 

“In which case, European 
equities look extremely 
attractive against bonds at 
present” 


FTSE amrtnp30O Eurofiloc 
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INTERNATIONAL CAPITAL MARKETS 


Prices fall as investors take profits 


60VRNMENT BONDS 


By Jeremy Grant m London 

and John La bate ta New York 


European prices ended 
sharply lower yesterday 
after an early firm start was 

punctured by signs of a mild 

- if temporary - recovery on 

stock markets and as traders 
reported some profit-taking. 

Bond prices, as well. as 
those of bond futures con- 
tracts, have been at their 
highest levels for years as 
the emerging market turmoil 
of recent weeks has threat- 
ened to turn jittery bulls 
into confirmed bears. 

Analysts suggest that 
prices may have peaked, 
pointing out that bond yields 
cannot fall much further 
without prompting a cut in 
key interest rates in the US. 

There were signs yester- 
day that some longer-term 
investors were switching out 
of bonds and buying cheap 
stocks. 


“I think that bonds are 
looking pricey. People may 
be looking to take profits on 
bonds in order to minimise 
losses in equities," said 
Julian Jessop, chief Euro- 
pean economist at NIkko. 

However, most analysts 
agreed that the fundamen- 
tals were still in place for 
bonds. 

“This .Is just a relief rally 
in stocks and not a sign that 
we’re on dry land again,” 
said Kit Juckes. head of 
bond and currency strategy 
at NatWesL 

US TREASURIES were 
sold heavily in early trading 
as Investors returned cau- 
tiously to US equities and on 
news of a rise in the 
National Association of Pur- 
chasing Management index 
for August 

By early afternoon the 
30-year bond, the benchmark 
for long-term interest rates, 
was down 1VS to ias£, push- 
ing the yield up to 5.338 per 
cent 


US 30-year Treeaey bonds 
WN -■ 



(2ts/bcod spread 
IK minus Gennsn t D^rer bond 
spread (percentage pokes] 

2JJ 



SnsMmney 


Among shorter-term 
issues, the 10-year note was 
down IS at 104ft. yielding 
5.056 per cent and the two- 
year note was ft lower at 
lOOg. yielding -L875 per cent 
“The dollar is selling off 
and the rising stock market 
is unwinding the safe-haven 
bid [in Treasuries],” said 
Richard Gilhooly, at Paribas 
Capital Markets New York. 


Although international 
events and the level of stock 
trading were the main fac- 
tors, new data were also 
released on the US economy. 

The NAPM index of manu- 
facturing activity rose to 49.4 
in August from 49.1 in July. 
Meanwhile, the Conference 
Board’s index of leading 
indicators rose 0.4 per cent 
In July to 105.4. 


UK GILTS closed lower in 
choppy trading, with prices 
tracking those in equity 
markets. The December 1 13- 
year gilt future settled 0.67 
points lower at 11L90. 

Tbe short end of the yield 
curve outperformed the long 
end as investors sensed that 
a reduction in . UK interest 
rates may be creeping Into 
the Bank of England's 
agenda, in spite of there 
being no sign of any change 
in its official stance on 
rates. 

Figures released on the 
state of manufacturing by 
the Chartered Institute of 
Purchasing and Snpply 
showed the sector stuck in 
the doldrums. 

In the cash market, the 
yield spread between the 
benchmark gilt and bund 
was at 117 basis points. 

The main GERMAN BUND 
future settled down 0.80 
points at 1122*3 in volume of 

544.000 contracts traded in 
Frankfurt. 


swx 

to open 
office in 
London 
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MATIF 


Task force appointed to 
tackle technical hitches 


By WBBam Ha8 bi Zorich 


DERIVATIVES INVESTORS RUSH TO IMPROVE EXPOSURES 


Vol um es soar on leading exchanges 


By NikM Tatt In Chicago 
and Edward Luce hi Loodon 


Trading volumes an the 
world’s leading derivatives 
exchanges have soared In 
the past few days as inves- 
tors have rushed to improve 
their exposure to the highest 
quality underlying govern- 
ment bond markets. 

The London International 
Financial Futures and 
Options Exchange said* it 
had recorded its third busi- 
est day last Friday, with an 
overall turnover of 1.67m 
contracts (the highest was 
on October 9 last year). 

Two contracts - the euro- 
lira interest rate future and 
the short sterling option - 
posted record daily turn- 
overs on Liffe last Thursday 


with trading volumes of 
219,689 and 167.493 contracts 
respectively. 

Analysts said investors 
were hoping to compensate 
for some of their losses in 
emerging markets by 
improving their exposure to 
safe-haven instruments, 
such as the 10-year German 
government bond through 
the futures market. 

Turnover in the bund 
fixture exceeded 500,000 yes- 
terday - well in excess of its 
normal daily average but 
below the high of 800.000 
recorded last week. “Futures 
contracts thrive on volatil- 
ity," said an official at Liffe. 

In Chicago, all three big 
derivatives exchanges have 
seen a huge surge in vol- 
umes over the past three 


trading days, with traders 
staggered as much by the 
volatility of the markets as 
the net price movements. 

On the Chicago Board 
Options Exchange, the larg- 
est options market world- 
wide, volumes jumped to 
1.3m contracts on Monday 
and 1.1m last Friday. That 
compares with average daily 
trading levels in the year to 
end-July of around 805,000 
contracts a day. 

However, volumes at the 
exchange hart already been 
building, averaging around 

920,000 contracts a day in 
August. By yesterday, some 
investors woe said to be get- 
ting out of positions during 
the past few days, rather 
than entering new contracts. 

Even more marked was 


the jump in the exchange’s 
“market volatility index", 
which measures fluctuations 
in the front month options 
on a group of leading stocks. 

This swept to a record 
close of 48.33 on Monday, up 
from 40.95. A year ago, the 
index was pegged in the high 
teens, and although it 
surged to a record intraday 
high of 57 last October, for 
much of this year it been 
in the 20s. 

On Monday night, the 
degree of price volatility was 
partly blamed for a brief hic- 
cup in the exchange’s quote 
reporting system. The prob- 
lem occurred just before the 
market dosed, and rectified 
within io minutes. 

The exchange said t rading 
itself was never halted and 


clearing of trades had not 
been affected. 

On the Chicago Mercantile 
Exchange, trading in the 
Standard & Poor's ,500 stock 
index futures leapt to over 

200.000 contracts on Friday 
and to 246,875 on Monday. 

This compares with a dally 
average for the year to date 
(to end-July) of just over 

118.000 contracts. 

The spill-over effect on the 
Merc’s “e-mini" contract - a 
scaled-down version of the 
main contract designed to 
appeal to smaller investors 
and traded, primarily via an 
electronic system - was 
equally pronounced. Vol- 
umes reached 30,594 con- 
tracts on Monday, more than 
double daily average vol- 
umes in the year to end-July. I 


The Swiss Exchange (SWX). 
Europe’s fourth biggest 
stock exchange, is to open 
an office in London in a bid 
to regain its position as 
Europe’s main eurobond 
trading centre. 

Switzerland was the 
world’s biggest centre for 
eurobond trading in the 
1970s, but the Imposition of 
stamp duty on securities 
transactions ied to the busi- 
ness migrat ing to London. 

The SWX is fighting to get 
the duty removed, but in the 
interim it is seeking to open 
up its electronic trading plat- 
form to remote members 
whose transactions will not 
be liab le to the Swiss tax. 

The SWX is seeking UK 
regulatory approval and its 
London office is expected to 
open before the end of the 
year. Its primary mission 
will be to sen the advantages 
of remote membership of the 
Zurich-based SWX to Lon- 
don's eurobond dealers. 

The SWX switched to elec- 
tronic trading in equities in 
August 1996 and now 
believes it has one of the 
cheapest and most transpar- 
ent electronic trading and 
settlement platforms. 

At the end of July 1998 it 
began electronic trading in 
250 US dollar-denominated 
eurobonds plans to start 
trading in euro-denominated 
bonds at the start of next 
year. 

Swiss banks are among 
the biggest traders in euro- 
bonds and it has been esti- 
mated that more than half of 
all eurobonds end up in 
Swiss portfolios. 

SWX is a 50 per cent 
owner of Eurex, the Euro- 
pean derivatives exchange, 
though it stressed that its 
office would be separate 
from Eurex’ s London office. 


Matif, tha French derivatives exchange, has appointed a 
task force to tackle a series of technical hitches that have 
repeatedly delayed the start at trading, most recently on 
Monday. The exchange has been experiencing problems 
with a new electronic trading system known as NSC-VF. 
The system was Introduced in April and replaces tradi- 
tional pit-based trading. 

It is Matffis main weapon in its battle for a share of 
derivatives contracts related to the single European cur- 
rency, the euro, when it is introduced in January next year. 

Matif said yesterday it planned to launch Europe’s first 
“multi-issuer" contract in the 30-year segment of the euro 
yield curve, an “E-bond future", on September 28. Pascals 
Samaran, the exchange’s chief executive, said the prob- 
lems were related to a computer company that Matif uses 
to run computer systems, not to the NSC-VF system itself. 

Monday's troubles, which caused the exchange to delay 
opening by two hours, followed tests carried out over the 
weekend .to prepare for the introduction of the euro. Com- 
puter operations had not been completely restored in time 
for frre start of the week's trading. 

“I understand a trader can get mad when he is trying to 
execute an order and cant But I think our record Is show- 
ing some improvement,” Mr Samaran said. Jeremy Grant 
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Fresh salvo in Cantor battle 


The Chicago Board of Trade and four other derivatives and 
equity exchanges have fired a fresh salvo in the battle over 
the proposed Cantor Financial Futures Exchange - the 
new electronic-based bond futures trading system - acc- 
using its backets of making “significant changes" to their 
application for regulatory approval after public comment 
periods had ended. 

The exchanges - which ardude the American Stock 
Exchange, the Chicago Board Options Exchange, the Min- 
neapolis Grain Exchange, and the Kansas City Board of 
Trade - said they were petitioning the Commodity Futures 
Trading Commission, the industry regulator that must 
approve the new exchange, demanding it require submis- 
sion of a final complete proposal, and then provide 
another 30-60 days for public comment 

"The ever-shifting nature of the Cantor Exchange pro- 
posal requires the commission, at some point, to make a 
judgment that the application is finally complete and then 
to provide interested parties with a description and legal 
analysis of that application,” the CBOT said in a letter. 

The CFFE proposal, a joint venture between the New 
York Board of Trade and the Cantor Fitzgerald broker- 
dealer business, has set alarm-bells ringing at traditional 
"open-outcry" exchanges, which fear a loss of business to 
new electronic-based trading systems. 

Nikki Tail, Chicago 
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The US dollar tracked the 
swings and roundabouts of 
Wall Street yesterday, falling 
and then rising as- the bears 
and bails battled it out 

The dollar ended the trad- 
ing day in Europe against 
the D-Mark at DM 1 . 749 , sim> 
1.5 pfennig weaker than its 
previous .dosing rate in Lon- 
don. Against the Japanese 
yen it -was Y136.4, just over 
Y3.5 lower. 

But the European rirafog 
prices failed to tell the full 
story of the dollar's see-saw 
ride. The dollar earlier 
slumped to a nine-month low 
against the D-Mark, and its 
weakest level against the 
yen for two and a half 
months. The Australian ami 
Canadian dollars enjoyed a 
rare respite from their weak- 
ness, strengthening a gain st 
the US dollar as the idea 
abounded that the Federal 


Reserve would be prepared 
to cut interest rates. 

The movement in Fed 
foods futures suggest that 
many in the market have 
begun to price in a cut The 
greenback was not helped by 
the less robust than expec- 
ted NAFM survey result 

However, after Europe’s 
close, the dollar rose again 
as the Dow Jones index 
strengthened. Against the 
yen the dollar reached above 
Y137 before hitting resis- 
tance, on talk of Japanese 
repatriation. 

■ Sterling dropped 0.7 points 
against a trade-weighted bas- 
ket of currencies yesterday, 
to 10&3 per cent of its 1990 
value. It closed stronger 
against the enfeebled dollar 
hut the US currency pulled it 
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lower against the D-Mark. 

With eyes focused ner- 
vously on equity markets, 
confirmation of the plight of 
British manufacturing did 
little to influence interest 
expectations or the pound. 
The Chartered Institute of 
Purchasing and Supply 
reported a deepening slide in 
factory output, although sep- 
arate figures from the Rank 
of England showed the con- 
sumer resfient for now. 

. Analysts at Goldman 
Sachs argued that sterling’s 
strength during the recent 
turmoil was understandable 
in the light of short positions 
in the market They expect 
economic weakness to pull 
sterling lower directly, or 
possibly via an early rate 
cut They look for an early 
test of DM2.88, which if suc- 
cessful would raise the pros- 
pect of a drop to DM2.78 or 
lower. In the meantime tech- 
nical analysts see support 
for sterling at DM2A2S5 and 
DM24150. 

Michael Saunders, at Salo- 


DoDar- - 

Against ttaMtak (DM per $) 

las. : 
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.1998 


Sep 


mon Smith Barney, noted 
that futures markets priced 
in almost half a point off 
base rates by the end of the 
year. But he argued that 
equity markets were not yet 
weak enough to justify 
easier policy, making it 
likely that rates would not 
fall until next year. 

If this view takes hold it 
might give sterling support 
for a while. 


■ Outside of Wall Street, the 
most significant develop- 
ment of the day was the 
decision by Malaysia to 
impose swingeing capital 
controls. 

As a result, Malaysia's cur- 
rency - the ringgit - is no 
longer legal tender outside 
of the country. All trading in 
the ringgit will take place 
on-shore. Holders of the ring- 
git offshore must repatriate 

them by tbe end of this 
month (about MSlOOm. or 
S25m). All settlement of 
exports and imports must be 
made in foreign currency, 
and non-residents who sell 
-shares cannot repatriate 
earnings for a year. 

The ringgit ended the day 

■ OTHER CURRENCIES 

Sm i E S 

Cneh ftp 53.1214 - 535068316670 • 31.7020 
tanpOf 374.116 - 374.485 22382D > 223-120 
ta ■ 'Jtt?5pTfrqpfv . iwim 

ftM* 05125 - 05129 0.3055 -03056 
Ml 5.1130 - 5.122S 10*80 - 34520 
POM 6.1564 - 62101 16700 • 3.7000 
Mb 104625 - 203800 114110 - 124000 
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stronger, with analysts con- 
cerned that a fixed exchange 
rate could also be intro- 
duced. Other east Asian 
countries may be tempted to 
follow Malaysia’s lead. 

■ Is China about to devalue? 
Not according to Joe Zhang, 

head of China research at 
HSBC in Hong Kong. 

“The renminbi is mas- 
sively undervalued,” Mr 
Zhang told a briefing yester- 
day. “I expect it to appreci- 
ate by 10 per cent to 15 per 
cent in tbe next two years.” 

Tbe appreciation would 
begin in the fourth quarter 
of 1998. when exporters 
began to repatriate a greater 
portion of their foreign 
exchange earnings and con- 
vert them to yuan. 

“Deflation means the ren- 
minbi is strengthening 
domestically in terms of its 
purchasing power.” Mr 
Zhang said. 

“Deflation and the ren- 
minbi appreciation are 
mutually reinforcing.” 
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YOU MAY ENJOY RISK 

BUT YOU CAN’T RISK MISSING 
THE BUSINESS WEEK 
GLOBAL FINANCE REPORT! 


There's one issue of Business Week that financial decision-makers worldwide 
)ust won't risk missing. That's the annual Global Finance Report to be published in 
the October 12 issue. Written by Business Week's award winning editorial team, 
this report will focus on Hie key issues affecting the global finance community. 

And because this trusted editorial report will be essential reading for financial 
decision-makers it represents an advertising opportunity that you shouldn't miss. 

So don't risk it - call your local advertising office and reserve space now. 


BUSINESS WEEK'S GLOBAL FINANCE REPORT 
“Issue Driven - Reader Focused” 


PUBLICATION DATE - 
COPY DEADLINE - 


12 

14 



Most Read. Best Read. Worldwide. 


CONTACT: 


FRANKFURT: +49 69 5801 115 • LONDON: +44 1 81 543 1234 • PARIS: +33 1 40 75 25 00 
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RUSSIAN MELTDOWN ALUMINIUM, COPPER AND NICKEL STOCKS ALREADY LOW 


Analysts see sharp falls in metal supplies 


By Kenroth Gooding, 
Mining Correspondent 


Supplies of aluminium, 
copper and nickel could be 
cut back significantly at a 
time when global stocks are 
relatively low because of 
Russia’s financial meltdown, 
analysts suggest. 

They dismiss the idea that 
the collapse of the rouble 
will encourage big increases 
in exports of these metals. 
They say Russia has little 
stock and is already selling 
to western markets nearly as 
much as it produces. 

There could also be 
long-term, debilitating 


effects on the wining and 
metals processing industry. 
Tony Warwick-Ching at 
Flemings Global Mining 
Group suggested Russian 
mines and plants, cut off 
from foreign investment Cor 
refurbishment, might gradu- 
ally collapse and their out- 
put fall, as happened in the 
Congo, Zambia and other 
countries deprived of foreign 
Investment for long periods. 

Many big investment pro- 
jects in Russia are increas- 
ingly dependent on foreign 
expertise as well as finance 

“With foreign direct 
investment sbut off or 
reduced, the operations - 


some of which had begun to 
improve recently - will 
decay further, output poten- 
tial will gradually decline 
and exports slide,” said Mr 
Warwick-Ching 

On the disruption to metal 
production or deliveries. 
Anne marie Gardner and 
Kenneth Gray, analysts at 
ABN Amro, said: “Uncer- 
tainty among western part- 
ners about the safety of 
transactions or the continu- 
ity of deliveries could in 
extreme conditions lead to a 
serious credit crunch and 
production problems. 

“Given the very low level 
of metal and steadily foiling 


inventories in the west, any 
unexpected supply disrup- 
tions will lead directly to 
shortages of metals.” 

In a special report, the 
ABN Amro analysts said the 
Russian Federation accounts 
for 23 per cent of global 
nickel production. 13 per 
cent of aluminium and 4 per 
cent of copper output. 

They suggested that Nor- 
ilsk. which produces most of 
Russia's nickel and copper, 
could only increase output 
after substantial capital 
expenditure. 

“Norilsk's competitors. 
Uralectronomed and Ural- 
nickeL are not major produc- 


ers or exporters and could 
well go bankrupt in the pres- 
ent environment,” they said. 

Even if Russia’s domestic 
alumini um demand halved, 
the Impact on global mar- 
kets would not be dramatic. 

“We believe the economic 
crisis will probably cap the 
rate at which aluminium 
smelters can produce. The 
smelters rely on imported' 
raw materials which may 
face cross-border transaction 
problems because of the 

instability. Also, the smelt- 
ers will have more difficulty 
raising cash for increased 
working capital require- 
ments.” they said. 


Mr Warwick-Ching 
suggested there might be 
increased exports of scrap, 
which could he a problem for 
copper and nickel 

The ABN Amro analysts 
argued, however, that low 
metal prices have reduced 
the attractiveness of scrap 
collection, and the cost of 
collection in Russia has 
risen substantially because 
most scrap arriving in Euro- 
pean markets is brought 
from the Urals. 

“This means higher trans- 
port costs at a time when 
margins are already nega- 
tive,” they said in their 
report. 


India to 
set up 
soyabean 
exchange 


By Karat Base ki Calcutta 


India is to set up a domestic 
futures exchange for soya- 
beans, the country's third 
largest oilseeds crop after 
groundnut and rape- 
seed/mustard. 

The Soyabean Processors 
Association has been given 
the go-ahead by the federal 
government to start trading 
futures in soyabeans and 
soyabean products, though 
trade officials say it will take 
at least six months to draw 
up the contracts and regula- 
tions and build the infra- 
structure, including a clear- 
ing house. 

The contracts and trading 
rules will also require 
approval from the Forward 
Markets Commission. 

The futures trading will 
cover soyabeans and soya- 
bean oil and cakes produced 
in India, but will exclude 
imports. 

However, the government 
plans to extend the futures 
trading to all important oil- 
seeds so that farmers can 
secure better prices and oil 



Rising prices have encouraged formers to grow oSseeds over much forger areas 


Rams Pictures 


extraction units and refiner- 
ies can plan production in 
advance. 

Trade officials say the gov- 
ernment will allow futures 
trading in groundnut and 
rapeseed/mustard early next 
year. 

Soyabean is India’s fastest 
expanding oilseed in terms 
of land coverage and produc- 
tion, and the area under the 
crop has increased 500,000 
hectares to 6.2m hectares 
this season. 


“A lot of follow land in 
Madhya Pradesh, Rajasthan 
and Maharashtra, the three 
major soyabean producing 
states, is being brought 
under the crop,” said VMA, a 
research institute for oil- 
seeds. 

Prices of edible oils have 
risen steadily since January, 
encouraging formers to grow 
peanuts, groundnuts and 
sunflowers over much larger 
areas. The total area under 
oilseeds is up L5m hectares 


to 16J5m hectares this sea- 
son, said trade officials. 

This season's soyabean 
harvest will start during the 
next two weeks, and VMA 
said the crop was “in excel- 
lent shape and there are no 
reports of peats and dis- 
eases”. Good rains from the 
monsoon and the cultivation 
of additional land for soya- 
beans mean there is likely to 
be a record crop of nearly 
7m tonnes, against 6.5m 
tonnes last season. 


Storm report 
supports oil 


MARKETS REPORT 


By Robert CorzBie, Kenneth 
Gooding and Gary Mead 


The gloom that has 
enveloped the oil markets of 
late was partially lifted yes- 
terday by a storm in the 
Gulf of Mexico that threat- 
ened offshore output 

The evacuation of a num- 
ber of production platforms 
underpinned prices, with 
Brent Blend for October 
delivery quoted at SUL57 a 
barrel in late trading on Lon- 
don's International Petro- 
leum Exchange, one cent up 
on Friday's dose. 

The threat of production 
disruptions in the US helped 
offset earlier comments from 
Ampr Muhammad Rasheed, 
Iraq’s oil minister, who said 
Baghdad intended to raise 
its export volumes during 
the next phase of the oil-for- 
food programme. A steady 
rise in Iraqi exports has been 
one of the main reasons 
behind the low oil price. 

Gold in London dawed its 
way back from a 19-year low 
on Friday of $273.40 a troy 
ounce to an afternoon “fix", 
of $279, up $5.60, or 2 per 


cent. Dealers said this was 
the result of some short cov- 
ering and some Japanese 
buying as the yen rallied. 

On the London Metal 
Exchange traders said alu- 
minium was also lifted by 
similar factors. 

Robin Bhar at Brandeis 
(Brokers) said three-month 
aluminium’s $21 a tonne, or 
L5 per cent, rise to $1,383 
was based on Japanese buy- 
ing encouraged by the stron- 
ger yen. The premium for 
copper for immediate deliv- 
ery. compared with metal for 
delivery in three months, 
which reached more than 
$30 a forme on Friday, eased 
yesterday and by the dose 
was $4. Three-month copper 
closed at $1,642 a tonne, up 
$25, or 1.5 per cent, from Fri- 
day's dose. 

On the London Interna- 
tional Financial Futures and 
Options Exchange November 
coffee ended $25 down at 
$LG05 a tnnnw, on another 
day of low volumes, with 
just 3.643 contracts traded. 
September cocoa, however, 
ended more positively, dos- 
ing £7 higher at £1,076 a 
tonne, although volumes 
were also low, at 3^06 lots. 


NEWS DIGEST 




GOLD 
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Congo faces claim over 
expropriation of mines 


The government of the war-tom Democratic Republic of 
Congo - formerly Zaire - is facing a claim for more than 
US$1 bn from Banro Resources, a small Toronto-feted 
exploration company. Lawyers acting for Banro’s US sub- 
sidiary have filed a claim at the International Center for the 
Settlement of International Disputes in Washington seeking 
restitution for “the sudden and unlawful expropriation of 
the company's gold mining concessions in eastern 
Congo". 

William WDson, president of Banro American Resources, 
said: " Banro’s story has become widely known among for- 
eign investors in the Congo and has had an Immediate 
chilling impact, particularly in the critical mining sector. 0 
Banro says the government unilaterally dissolved its Con- 
golese subsidiary and terminated a 25-year mining con- 
vention. 

The government said this was because of “irregularitfes* 
when Banro’s 93 per cent owned subsidiary, Sakrma, was 
set up to take over mining concessions held since the 
early 1990s by a predecessor company, Sominki. 

Discussions with President Laurent' Kabila's office 
appeared to Indicate an acknowledgement that a mistake 
may have been made by the government In the case, Mr 
Wilson suggested. “We wifi take any and all steps to pro- 
tect our lawful interests and have asked our lawyers to 
explore other legal remedies, including additional lawsuits 
in US federal court." Kenneth Gooding 
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PEANUTS 


Fears grow of global shortfall 




There are growing fears of a global peanut shortfall this 
year and next, as recent floods in China and earlier torren- 
tial rainfall in Argentina - two of the world's biggest pro- 
ducers - have badly affected the harvesting, quality and 
total size of the current crop. 

This follows a forecast by the US Department of Agricul- 
ture that US peanut production, which has been affected 
by drought, wiH fall 2 per cent this year to 1.58m formes. 
The state of Georgia, the country's largest produce’, is 
predicted to harvest only 592,330 tonnes this year, against 
605,021 tonnes in 1997, while Florida's harvest is pre- 
dicted to drop by 15 per cent Because of the drought In 
the biggest peanut-growing states, prices of US peanuts 
rose by about 20 per cent In July; they have recently sta- 
bilised at about 40 cents a pound. 

in Argentina, where harvesting normally takes place in 
April and May, the heavy rainfall delayed lifting of the crop 
by two months and has substantially reduced the expec- 
ted crop size. Traders say the total available export crop 
could be reduced by as much as 38 per cent, to 330,000 
tonnes, against 530,000 tonnes expected at the beginning 
of April. 

China's flooding has also damaged oilseed crops and is 
therefore likely to mean increased demand for peanuts to 
crush for oil, putting even greater pressure on prices. 
Prices of peanuts on the International markets have 
recently breached $1,000 a tonne, against $930 a tonne a 
month ago. Gay Mead 
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COMMODITIES PRICES 


BASE METALS 


Precious Metals continued GRAINS AND OIL SEEDS 
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LONDON METAL EXCHANGE 

(Plica Iran Amrigraand IM4 Tradbg) 
■ AUBHMUM, 907 TOUT (I par Hme) 


I B0U> COMEX OOP nwr smoy ggj 


! WHEAT LFFE (100 toms; £ per tawa; 



Cato 

Sariha 

0 dm 

13606-16 

1379-60 

Pnmtaus 

13356-366 

13526-536 

tatf+tow 


13850353 

AM Oflioal 

1354-55 

13715-746 

too done 


1383-4 

Open bit 

nfa 


TIM driy banner 

nfa 


■ au—M 1 Alley (Spar tnanal 


Owe 

1T70-75 

110M 

PlBHOlB 

1144-46 

1170-72 

HVriow 


1194/1178 

AM OfBca 

1 159-00 

1183-85 

Kara case 


1194-5 • 

Opre It 

nfa 


TOM «*r town 

nfa 


■ LEAD <3 pa tom 



One 

529-30 

539-40 

Prewan 

5316-32.0 

542-42.5 

WgMaw 


541/537 

AM OfflcM 

S29630L0 

SflMOJ 

Kmb ckmt 


53M0 

Open « 

nfa 


ToM rant tamer 

nfa 


■ ItaCKa a per tame) 


Owe 

4085-95 

4150-55 

PieWous 

4090-95 

4155-00 

H^IvVm 


4190/4120 

AM «ncM 

4115-25 

4105-90 

top dose 


4140-50 

Opre M. 

nfa 


Teh Safa tamo 

iVa 


■ m IS pa brew) 



Dare 

5455-65 

5320-25 

Pmtotn 

556045 

5460*5 

HgMow 


53950310 

am oncui 

5510-20 

5380-90 

tot) ckw 


5310-15 

Open int 

afa 


ToM m, tamer 

nfa 


■ 2MC,specM higb grade S pn tonne) 

DDK 

1025545 

1048-8 5 

Prrnora 

1009.5-70-0 

1032-326 

Hghlow 


1055/1023 

AM moral 

1010-11 

1030-305 

tot) dose 


10S3-4 

(ton ot 

nfa 


Tats Pan tamer 

nfa 


■ COPPER, vara A IS per Unfa 


Dose 

1639-40 

(632-3 

Pawns 

1655-57 

1635-30 

Ktfclow 


1645/1532 

AM (Meta 

1631 -X! 

1009.5-106 

tod (fare 


1641-9 

0pm W 

nfa 


ToM (tar tanare 

nfa 


■ LK AH Onefal Vt nta: 16739 


LME Ctaetag E a retac 16770 



SHI Day* Open 

prtca chapa Mgt »■ N M 

Sap ma +03 286.0 296 jO - 3 

Oct 27918 +03 280.6 2784 - 11.548 

Da 2822 +33 283JJ 2797 - 11 6a 

Ml 2819 +33 2845 2829 - 13.712 

Apr 2B5.7 +13 2864 285-0 - 11.198 

J«n 287.5 +13 2884 287.1 - 14.829 

Total 2UGI2OB0M 

■ PLA1BHH MTMEX (50 Troy pl: fltroy azj 


Oet 

3646 

+5.4 3666 3610 

505 

9601 

Jan 

385.7 

+5.7 3665 3630 

58 

1.138 

Apr 

3657 

+5.7 - - 

- 

22 

JH 

3857 

+5.7 3656 3656 

- 

18 

Total 



5E6 10,777 

■ HU1ADRH NYICX (100 Ttoy ot; SAray oil 


S«P 

2SO50 

+350 28300 27500 

207 

435 

Doc 

27760 

+400 27900 27400 

385 

2782 

Mar 

27260 

+400 27400 274.00 

_ 

25 

Tefal 



415 

2022 

■ S8.UER COKI (5JD0 Twy ol; Cratstray aU 


Sag 

4730 

+117 482.0 4616 


4.363 

Dec 

4790 

+1(7 4886 4606 

re 

57602 

Jan 

4800 

+11.1 485.0 4850 

- 

38 

■v 

4820 

♦110 4900 4770 

re 

8401 

May 

4840 

+11.0 

- 

1611 

JH 

486.9 

+110 

- 

2.552 


11314 


ENERGY 

■ CRUDE M.NYMEX (1,000 Harris. Srtarafl 



San 

Ifafe 


Opra 


price enrage Hgb Low 

Val 

tat 

Sap 

7000 

+060 

_ 

162 

are 

7160 

+060 7160 7140 

54 

3026 

Jan 

7360 

+060 7360 7370 

62 

2,155 

tar 

7575 

+060 

re 

1797 

Hay 

7775 

+060 

- 

1029 

ToM 



1T0 

7736 

H WHAT CBT (SOOOIM ore; oanflOta boshel 


Sap 

23660 

-1.00 24000 23460 11611 

5028 

Dec 

25360 

-0.50 25660 251.00 2277B 77.416 

tar 

26975 

-075 27175 28600 

3705 23,150 

Hay 

279.50 

-050 28160 27BO0 

235 

4.169 

JH 

29075 

-075 29275 28760 

686 103S4 

sre 

29060 

+060 298.00 

6 

354 

Total 



37731 T2U29 

H HADE CBT (5000 In bk cam/50> buM] 


sap 

19000 

+275 19075 18500 18740173724 

Dae 

20300 

+360 20375 19600 50194177054 

Mar 

21575 

+360 21600 20960 

8.402 56,104 

Hay 

22275 

♦375 22375 21700 

1007 19.105 

Jnf 

228.75 

+375 22960 22360 

3717 26.588 

Sap 

Z3S7S 

+275 23660 23200 

291 

4636 

Total 



82.110 313122 

■ BARLEY lFFE (TOO tones E par tame) 


Sap 

6700 

- - _ 

_ 

6 

tan 

6970 

- 6900 6900 

5 

884 

Jaa 

71.25 

- 7170 7170 

13 

41B 

Mar 

7115 

- - - 

- 

60 

May 

7475 

- - - 

re 

23 

T0H 



n 

1782 


SOFTS 

■ COCOA UTEflO tomes; E/toone) 


MEAT AND LIVESTOCK 

■ UVE CATTLE CHE (40,00Mb; CflOMn) 


Salt Day's Open 

prior donga M0 Una VU Int 
S* 1043 +14 1045 1038 422 923 

Dae TOTS +7 1083 1070 1238 65.129 

Bar 1101 +7 1106 1094 512 42540 

■ay 1118 +0 112D 1112 104 14655 

Jul 1135 +10 1136 1130 64 1B24 

Sap 1152 +12 1160 1140 73 27,115 

tom litwnsura 

■ cocnfc CSCE go tanas ytanae 


SaB Oafs 

Prira change Wjpi Low 1M 
Aug 58.700-0400 58350 51500 273 

Oct 59600 - 59600 5860011004 

Dae 61650+0475 61600 59600 3428 

Pah 82200+0.175 62600 61600 1,059 

Apr 63675+0675 63 650 82600 735 

JH 82225 -0.050 62500 61600 254 

TaU 16,709 

■ LSN HOGS CME (406008)8; canta/te) 


Dae 


% 

TaU 


1580 

+6 

1580 

1565 

- 1745 

Oct 

36.725-0650 37.125 38.400 3635 

1819 

+5 

1621 

1604 

- 37603 

Dac 

37000+0050 37700 36625 2059 

169B 

+6 

1660 

1646 

-17,709 

tab 

42700+0750 42500 40000 

783 

1684 

+5 

1082 

1675 

- 6,148 

Apr 

44775+1700 44750 42650 

835 

17T2 

+7 

1709 

1708 

- 1765 

Jna 

53625+1.150 53.700 52050 

331 

1739 

+6 

- 

- 

- 1651 

JU 

54700+1000 54 750 52050 

160 





7001 73044 

Total 


9613 


■ COCOA (ECO) (SORfa/tanne) 


■ PORK BaUBOEWUXXHg cantata) 


Aug It 
My_ 


Plica 
- nfa 


Prav. ray 
129261 


M 


■ BUTE LFFE (5 toman; SftUN) 


Sap 

1645 

-20 

1664 

1645 1726 

5,467 

No* 

1605 

-a 

1620 

1882 2729 16028 

Jra 

ISO 

-25 

1564 

1550 

399 

4.470 

Mar 

1510 

-25 

1525 

1518 

62 

20Z7 

May 

1500 

-25 

1320 

1514 

34 

460 

JH 

1500 

-20 

1516 

1514 

25 

102 

Tetri 




4JI75 30034 

M COTS T CSCE (376D0faKCanMna> 




45400-1650 48.150 42450 000 

Mar 45675-1625 41700 42600 4S 

■ay 45600-2600 44650 43600 3 

ToM 852 





SEE* 


Min 


1 * • • — * - * -H+ 


!i»S- 

i; 
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I?-— ; 

sis 
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LONDON TRADED OPTIONS 

Srito price s toona — CaH— — Puta — 


CROSSWORD 

No ! 9, 776 Set by" ARMONXE 




■ SOYABEANS CSX (5.000x1 rain; CBHMSRi (uM) 


Oct 


Day** Opra 

prtoa donga Mgh Lon M U 

1120 -0.14 1136 13.14 37631 1222k 
1148 -0.11 1154 1137 8,092 44633 
Ok 1328 -069 1181 1175 5672 66.453 

J* 1465 -0.10 1465 1446 2228 36,119 

Pah 14.40 - 1462 1461 547 18752 

Mar 1462 - 14.75 1462 390 15627 

TaH 58488483655 

■ GflODE 08. B>E Sterrefl 


Sra 52360 +065 625.00 50925 2358 7410 

Non 51600 +650 51960 50860 26625 88609 

Jan 578.00 +725 52925 51600 7618 20.102 

■v 53925 +760 53940 52960 1,119 14.097 

Hay 547.75 +6.75 54950 54060 248 4695 

M 55600 +760 55B60 54950 217 7,478 

Total 38681 148654 

■ SOYABEAN OR. CBT {60.00MR centolb) 


Sap 

118.70 -270 12160 11760 

- 1785 

Dre 

11180 -275 11760 11160 

- 14601 

Mar 

10965 -270 11275 10B60 

- 5,780 

Mar 

1 0960 -260 11275 10975 

- 2.713 

JH 

11060 -160 no 60 ii aoo 

- 1710 

sap 

11155 -055 11360 11160 

- 1/434 

Total 

M warm pCO) (US cents/poUKfl 

7781 27723 


09 rw U4E 09 Jn Oct JH 

nfa 

Ufa ... 

Ufa a 


Ana 31 
Comp. daBy , 



«pm 

Dayfa 



Open 


price e/iaegt Hgh 

Law 

W tat 

OH 

1252 

-004 

1261 

12.19 2*639 73739 

Nov 

1261 

+4Un 

12-90 

12.40 

8566 32S24 

Ore 

13.08 

+064 

13.15 

1274 

5687 39542 

Jra 

1377 

+065 

1377 

1291 

1673 28539 

Ml 

1144 

+0.04 

13/45 

13.12 

385 I0.T47 

Mb’ 

1360 

+062 

1360 

1373 

505 10600 

Total 





an ofa 

■ HEAUMO 0BL HTIEX (42000 US gta, C.HS gaBsl 


LaM 

Dayfa 



Open 


price Hungs Higfa 

Law 

Wri tat 

Oet 

3575 

-0.34 

3565 

3570 14619 53643 

HO* 

3650 

-075 

36.85 

3060 

3571 20609 

Dec 

3860 

-074 

3875 

3860 

1629 25748 

Jra 

39.49 

_ 

3954 

3949 

1709 25.471 

Mi 

4054 

- 

4054 

4054 

318 17617 

tar 

4169 

- 

41.09 

41.09 

350 15.393 


Sap 

2377 

-017 

2350 

2379 

5700 

6738 

OH 

2351 

-O IB 

23 64 

23.43 

5654 25.861 

Dec 

7989 

-014 

7 36? 

2158 

9.793 49.405 

Jra 

2175 

-0.11 

2363 

2370 

1.394 

8725 

Hv 

2365 

-004 

23.87 

23.71 

672 

10751 

May 

2265 

-004 

2385 

23.72 

433 

4,389 

Total 





2*768 111JBS0 

■ SOTABEAN MEAL CBT (100 RMK SfaaO 



100.70 
- 9630 


IS day awoga 
■ MOTE SUGAR LFFE (50 tana; S/tane} 


FM ray 

10205 

9966 


■ COPPER 

(Grade A) U* Oct Jar Oct Jw 

nfa 

nfa — 

nfa 


ToM 


Sdt 17747 3 cris 1 WTO Bathe 16597 9 BOS 15531 


23,196192402 


■ SBC OB. K (Mound 


■ MGH GRADE COPPER (COMBO 


Latat Pay 1 ! 
price ch a ng e 


Una Wot M 



San 

Dayta 



Opra 

OH 

T11J5 

+3JS 112.00 107.75 

5293 35.488 


HIM cringe ngb 

LOW 

W tat 

NO* 

11500 

+460 11525 110.75 

2956 20112 

Sap 

TOGO 

+455 

7660 

71.05 

- 770* 

Dm 

11860 

+175 11&5D 11425 

1048 42788 

OH 

TOTS 

+4 60 

7675 

7160 

- 2580 

Jn 

120.75 

+125 120.75 11725 

362 15960 

Nre 

76.10 

+455 

74.40 

7460 

- 1,788 

fab 

12125 

+325 121.75 119.75 

560 12058 

Ora 

75.90 

+455 

i860 

70.90 

- 33.426 

Total 



21700187723 

Jra 

7595 

+4.40 

- 

- 

- 1052 





Mb 

Total 

7815 

+4.40 

— 

— 

- 1.100 
13579 00639 

■ tUTtnALGASrEtl £08 bans peace p« 8am 


Sep 

1357 

+ 1.7 

1317 

1330 

6.654 

9900 

OH 

1327 

+27 

1312 

1294 

4.946 27.106 

Dae 

1357 

+17 

1359 

1307 

9628 64791 

Jaa* 

137.3 

+27 

137.7 

1311 

1718 

12660 

Mar 

1417 

+15 

1417 

1377 

1057 

11754 

Hay 

145 D 

+17 

WfcO 

1407 

874 

5765 

THri 





25704 138987 

■ POTATOES UFFE i3J toner. E par tonal 


NO* 

806 

_ 

_ 

_ 



Mar 

1085 

-07 


_ 

_ 


Apr 

1610 

-67 

1676 

1586 

121 

2771 

Mar 

171.0 

-67 

_ 

re 

_ 


Jn 

101.0 

-87 

_ 

_ 

re 

_ 

THri 





121 

2771 

M FREIGHT (BFFEX) LITE (SIQtalm pMnD 


OH 

920 

♦10 

920 

920 

10 

461 

Jaa 

950 

- 

_ 

- 

_ 

399 

Apr 

975 

- 

- 

_ 

- 

201 

JM 

srt 

- 

- 

_ 


200 

THri 

Ctaee 

An 



IS 

1718 

BH 

817 

817 






Oct 224.4 -46 2206 2223 2636 70,898 

Dec 2256 -42 2276 2236 1.190 9.481 

mm 2296 -56 231.1 2276 973 14,142 

mat 2352 -46 2365 234.4 90 2189 

Aug 2416 -4.7 2436 2406 70 1284 

Oct 2406 -4.7 2404 2404 26 890 

Tatal 4681 48694 

■ SUGAR 11* CSCE (1 12600b* eetafltaj 


■ COFFEE LITE Sap No* Sep Nw 

nfa 

nfa — - 

nfa ... __ 


■ COCOA lFFE Sep Dec Sep 0 k 

nfa — - - 

nfa 

nfa . 


OH 

7J8 

-ai7 

740 

7.15 

80608 

Mar 

778 

-068 

793 

762 

54973 

My 

861 

-008 

B66 

760 

8647 

JH 

867 

-067 

790 

790 - 

7,192 

OH 

874 

-0.13 

875 

8.19 

8903 

Total 




17,348157,645 

■ CO HUM HYCE 150,0000* OrtafaH 


OH 

7340 

+179 

7345 

71.13 822 

re 

Dac 

7345 

+177 

7375 

7170 8757 

re 

Mar 

7111 

+174 

7370 

7127 1732 

re 

May 

73.19 

+170 

7120 

7170 1,032 

re 

Jri 

73.70 

+142 

7390 

7260 523 

- 


■ BREirr CRUDE FE Od Nov 0d Nw 

1200 - . 15 . - 

1250 37 81 - - 

15 48 


1300. 


LONDON SPOT MARKETS 

■ CRUDE OL FOB fetr tana* * 


Odd S1229*143it +066 

Brad Band pracQ 51204-269 +0.115 

Brent Herd (Od) Si 264-269 +0215 

W-TJ. S1366-3.70K +020 

■ 04. PMtnkin WfEpnmpt ftftay CF gamd 



' V* " “ 




Total 


12658 83672 


■JHUfaSE JtMX MYCE fl 560006 cafcflEj 


Sep 11360 +060 11340 11220 1621 

Rev 11665 +020 11760 11625 2919 

Jn 11960 - 12)60 11925 433 

■far 12235 -025 12260 122.40 43 

tar 12560 +060 12560 12540 52 

Juf 12865 -0.15 - 

Total 5273 27JOT 


PULP AND PAPER 

■ Ptra OMLX wss a* dr dy fans 


PRECIOUS METALS 


■ LONDON BULLION HARKET 

(Pick supped by N M RaBn um 


Sep 

Oet 

Total 


12410 +0.110 12410 12290 475 1885 
11330+0630 - - - 1370 

an 2i6i5 

■ MATURAL aa hub 110400 aadbu smaBnij 
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ACROSS 

1 Rose drove quickly round 
the rabble (8) 

5 Married to a northerner? 
That may bring good luck 
(6) 

9 A sovereign posed for a 
man and a dog (8} 

10 Bird let out a cry having 
tail twisted 16) 

12 He admits one runs to cap- 
ture wicket (5) 

18 Peripatetic merc han t shows 

■ t&e spirit o’ the game (5.4) 

14 Superior sister to a second 

rate English queen f6) 

16 It’s a bloomer to be strait- 
laced and dance topless (7) 

19 Experience fear as Mark 
interrupts singer (7) 

21 Ten story to eminent scien- 
tist (6) 

28 Stable hand crosses stream 
for a place to eat (5,4) 

25 Foreign wife in the East 
End (5) 

26 Tuna is stewed in the USA 

( 6 ) 

27 The sect conceals a blow 
from the war engine (8) 

28 Animation features design 
of green and yellow, ini- 
hally (6) 

29 Bank accepting money of 
late (8) 


3 Proclaim the goafs to Jose 

its head (5) • 

4 Masseur manipulated 010 
scholar (7) 

6 Goddess wrongly paid hero 
to kidnap model (9) 

7 The atmosphere in the firm 
is capital (5) 

8 Supporter, on the whole, is 
temperate (8) 

11 Produce a whip (4) 

16 Preserving limb affected 

with mange (9) . • 

17 Investment requires 
detachment and fetth (4$ 

18 Decline to find a good pom* 
in the situation (8) 

20 Upset angry archer (4) . 

21 Pop is to prevaricate about 
drink (7) 

22 Religious festival near sea- 
side resort (G) 

24 The child is a girl (5) 

25 A famous bowls' is whs* 
Donald must be (5) 

Solution 9,775 . 
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DOWN 

1 Dog had to be eaten by pig 
( 6 ) 

2 Lord rebelled over money 
(4|5) 
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LONDON STOCK EXCHANGE 


■yj£ 


Equities take a beating but fight back from lows 


FTSEAH-Sharetador 


TmWKton 


MARKET REPORT 


By Steve Thompson, 

UK Stock Merkel Editor 


There were no prizes for 
guessing that the FTSE 100. 
along with all the other UK 
market indices, would finish 
sharply lower yesterday. 

But there were few observ- 
ers in the London market 
who would admit to picking 
a closing Footsie loss of SO 
points after the Dow Jones 
Industrial Average had 
closed 500 points down on 
Monday evening. 

Most, by their own admis- 
sion, would have plumped 


for a three-figure fall, and 
most, too, would have put 
the loss in excess of 200 
points. 

In the event, the FTSE 100 
closed a net 80.3 or L5 per 
cent lower at 5.169.1. a per- 
formance greeted by many 
as impressive in view of 
Wall Street’s overnight 512- 
point fall, its second- 
biggest points drop ever and 
a decline of 5.6 per cent. 

On the downside, there 
was much less optimism 
among the market's second- 
liners and small-cap stocks, 
which bad to absorb another 
severe hammering. 

The FTSE 250 index relin- 


quished 158.0 or 3.3 per cent 
to 4,627.3 and the FTSE 
SmallCap index slid 78.7 or 
3.7 per cent to 2,947.4. 

Just as London plummeted 
at the outset because of WaD 
Street's overnight retreat, so 
it stabilised as the US mar- 
ket embarked an a strong 
recovery, albeit after a 
sequence of hefty swings in 
both directions soon after 
the start of trading in the 
US. 

At the outset, the Dow 
pushed up more than 100 
points before retreating the 
same amount and then push- 
ing up again to record a gain 
of more than 200 points an 


hour after London finished 
trading for the day. 

It was the continuing tur- 
moil in Russia, both on the 
political and economic 
fronts, that was behind the 
wild swings in global stock 
market sentiment, with wor- 
ries that the perils that have 
struck most of the far east- 
ern and eastern European 
markets might now move on 
to envelop Latin America. 

Turnover on London's 
equity market was a disap- 
pointing 800.9m shares, an 
indication, according to mar- 
ketmakers. that the big 
domestic and international 
institutions had not 


embarked on a sell-off of UK 
stocks. 

Although still extremely 
nervous of the potential for 
big setbacks triggered by 
events in Russia, market - 
makers said they felt the UK 
might now be approaching 
the bottom in the current 
cycle. 

One said; "The institutions 
are pumped full of cash and 
are picking off the quality 
stocks on days like this; con- 
fidence has been dented but 
not massively and London 
still offers better value than 
Wall Street." 

Another pointed out that 
Loudon felt relatively sound 


at the finish of the day and 
said there was a feeling that 
much of tin bad news was 
now in the price. "Footsie 
5,000 looks increasingly like 
the bottom In the short 
term." he said. 

Some strategists main- 
tained. however, that there 
was more pain to come. 

"The downside risks for 
London equities remain 
greater than those on the 
upside." said Richard Jef- 
frey. group economist at 
Charterhouse Tilney. 

He insisted that the poor 
earnings growth outlook for 
UK stocks had not been fully- 
factored into the market 
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Russian 
losses hit 
Barclays 


missed talk it would merge 
its operations with Royal 
Dutch/Shell Group. 

“There are two distinct 
issues. The fate of our Euro- 
pean downstream, 
operations, the review of 
which is not complete and 
this, which is wild specula- 
tion." a spokesman said. 


rnMPANiTC pppnnT With both companies hav- 

ing said they have held talks 


By Joel Kfoazo and Martin Brice 


The full impact of the 
Russian economic crisis hit 
home yesterday when Bar- 
clays tumbled after it sur- 
prised the market with news 
of the scale of its exposure to 
the troubled economy. 

Barclays announced pre- 
tax charges and losses of 
£325m to cover its Russian 
exposure and resulting falls 
in other markets, well above 
the expected £100m level. 

That exposure was mostly 
held within Barclays Capital, 
the majority being in the 
form of Russian government 
securities and financial insti- 
tutions’ counterparty credit. 

“This is not good news for 
a group that was busy trying 
to convince the market that 
its quality and risk control 
had improved." said one spe- 
cialist on the sector. Another 
analyst said; “With this 
news, the risk premium for 
Barclays has just gone up." 

The shares yesterday gave 
up 78 to £13.37 following 
brisk trading of 7.8m. 

Rumours suggesting a 
merger between Shell and 
US group Texaco continued 
in an otherwise soggy mar- 
ket. helping drive shares in 
the Anglo-Dutch oil giant 
sharply ahead. 

On Monday Texaco dis- 


on their European refining 
and marketing operations 
after Texaco launched a. 
review of the division’s per 
formance late last year, 
rumours of a full merger per- 
sisted yesterday. 

Shares in Shell jumped 
IW» to 327p in busy trade of 


21m, one of the most actively 
traded stocks yesterday. 

' Takeover talk has been 
rife in the sector since BP's 
surprise takeover of Amoco 
last month. BP shares fol- 
lowed the market trend fin- 
ishing 13 off at 740 lip. 

Selling ahead of tomor- 
row's interim results saw 
Enterprise Oil slip 25 to 
352p. Lehman Brothers is 
predicting the group will 
reveal net income of £40m, 
down 50 per cent year on 
year. It has the stock on an 
"outperform" rating for its 
“strong asset base and posi- 
tive exploration news flow". 

The bloodbath was most 
severe among information 
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STOCK MARKET TRADING DATA 
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technology stocks, where 
investors endured falls in 
excess of 10 per cent. 

The general market 
decline combined with the 
drop in technology stocks on 
the Nasdaq market in the US 
to sour sentiment in the IT 
sub-sector. However, vol- 
umes were small, suggesting 
that the pain was largely a 
markdown and the large 
institutions had not given in 
to the temptation to take 
profits. 

IT stocks have been highly 
rated and retained much of 
their premium to the market 
even after yesterday's falls. 

The general fall was 
strong enough for London 
Bridge Software to unveil 
interim results more than 
doubled yet see its shares 
fall more than 25 per cent, or 
312’ i to 900p. 

The decline prompted one 
of the bears on the sector to 
amend its stance on some 
stocks. Roger Phillips. IT 
analyst at Granville, said; 
“We have been bearish on 
the larger stocks in the first 
half of the year because val- 
uations had become 
detached from trading funda- 
mentals. It is quite impor- 
tant now to focus on quality 


INVITATION 

FOR SUBMISSION OF OFFERS 

for the purchase of 25,100,000 common registered shares in DUTY FREE SHOPS S.A. 


The Public Company for Transferable Securities S.A. (the “Seller" t, a wholly-owned wibtidiay of (be Hellenic Republic, hereby invite*. according to 
the Resolution of the board of the Athens Stuck Exchange (“ASE~I dated 19 February 1998. as amended, any interested party (the “Interested Party - 1 
to submit offers (the "OtTcp.") for the cash purchase of 25. 100.000 common registered shares t the “Shares"! in Duty Free Shops S.A. t the “Company-), 
according to the following terras: 

The Company 

The Company operate-- .16 duty free nutlets located at interested airport,, pons and bonier stations in Greece. They mainly sell cigarettes and tohacco 
products, alcoholic beverages, perfumes and cosmetics. The Company operates under the brand-name “Hdlenic Duty Free Shops-. In 1997. sales 
amounted to approximately CJRD 5U.4 billion, while pre-tax earnings for the same year reached about GRD IS billion. Linder Article 120 para 4 of 
l jk 253.V97 the Company has been granted the right ro operate existing or future duty free shops in Greece for a period of fifty (50) years, commencing 
I fanuarv l<NR. 


The Company's share capital amounts in GRD .1,762.500.1100 divided into 37.625,000 common reasoned shares. The Company was listed on the 
Athens Stuck Exchange in March I 99 K and the closing share pnee on 1 September IWS was GRD 4.095. 


Terms and Procedure 

.Applicable Provisions: The procedure for (he submission of rise Offers and the transfer of Ore Shares will take place according iota' the Resolution 
ot the Board of tire ASE on the “Procedure for Submission of Offers for Block Trades through the Stock Exchange- dated 19 February ) 99 g, as 
amended t'lhe Resolution of the Board c>f the ASE"), and lb) this Invitation fur Submission of Offers. 

Submission and Minimum Required Content of the Offers: The Offers must be submitted according to the Resolution of the Beard of the ASE 
and tbe tidlouing mndilionv 

a. TTw Offers must be -.uhffliitcd ro the Board of the Athens Suck Exchange on 20 September 1908 from 14:00 to 15:00. 

b. The Offers '-huiiid Iw made lor the wh< ile lot of the offered Shares, otherwise they will be rejected. Because of the nature and the conditions 
of this procedure this invitation is addressed only to investors who act in the context of their professiona [/business activities and not to the 
general public. 

C. The total value ol the Shares must be paid in cash upon execution of the Share Purchase Agreement and transfer of the Shares, 
d. All oilers should he accompanied by a GRD 2.000.000,000 Irrevocable Participation Letter of Guarantee by a bank operating in the European 
Union, a draJt of which any Interested Party may receive according to para. 7 of this Invitation. 



The Offers should ms contain any terms, conditions, reservations, or ambiguities in respect oT the offered price or other manors relevant to 
the sale 


f. The submission uf unproved nr competitive Offers is prohibited. 

Commitment nr Ibc Purchaser: By submitting an Offer. Interested Parties are considered to have explicitly and unconditionally assume d the 
obligation that employment relations between the Company and the personnel will continue to be governed by the legislation inn force and by the 
General Personnel Regulation - ratified bs Joint Ministered Decision 1 59R/2/1 5. 1906 1 Government Gazette B 390 1 by the Ministers of the Interior. 
Public Administration and Decentralisation, of Finance and of Social Security - except for those provisions enacted as u consequence of the 
Company heme pan uf the public sector which will no longer have effect once the Company ceases to be pan thereof. 

By submitting an Offer. Interested Parties are also considered to have explicitly and unconditionally assumed the obligation in respect labour and 
social security entitlements uf it*: personnel, a, such cnotlcmcnts are provided for in Personnel Bylaws. Collective Agreements, company practices. 
Presidential Decree 572/88 and individual employment contracts. 

Evaluation and Acceptance of the Offers - Transfer or Ibe Shares: The Seller will evaluate the Offers and shall have the right, at its absolute 
discretion, w accept or to reject any 'Offer as provided for in the Resolution of the Board of the ASE. The acceptance uf an Offer will be concluded 
Upon notification tlhnxigh a tuthfr nr by confirmation of receipt! of the official written acceptance. This written acceptance will allow the 
Interested Party whose Offer was accepted a poind of 3lt writing days within which to executive the relevant Share Purchase Agreement and 
effect the transition. A relevant announcement will be published according to the Resoluunn of the Board of the ASE. 

The transfer of the shares will be effected on the Athens Slock Exchange through a manual Week transaction i outside the autnmaicd exchange trade 
system I involving one or two brokerage firms according to the particular procedure that will be .peeffied in the aferonenuoned announcement. 


Acceptance of Terms and Conditions by interested Parties: By submitting an Offer. Inrercsied Parties are considered to have explicitly and 
unconditionally accepted all the terms and conditions of. 


The Resolution of the Boaiti ot the ASE 
This Invitation for Submission of Offer. 


The draft Share Purchase Agreement, which is attached w the Information Package as an appendix and which is made available to interested 
Parties according to the pros ishmx benaoafier. 


Statement of the ScOfr The Seller hereby states and declares that in *Jtiilion to the share; on offer, h holds 4 ,900,000 common rep-aered sham, 
in the Company and that it hw bo other shares in the Company, or any voting rights, as such rights are defined in Article l of Presidential Decree 
5 l/IW Tbe Seller undertakes if on Offer is accepted, not to sell the 4.900.000 common registered shares of the Company within six months .if 
acceptance of the Offer. 


InfOrtiMtioa Provided 


Far any communication or further information or receipt of documents the Seilers designate ax rfeetr representative Mr Omirus MiUas. Associate. 
NBG International Ltd, Old Change House. IS Queen Victoria Street. London EC4V4HR. United Kingdom, tel. *44 J71 661-5656. fax +44 171 
661-5667. In order to receive the Information Package. Interested Parties must deposit, between 8:00 am .Athens time on 3 September 1998 and 
2.<nt pm Athens time on 7 September 1W8. the amount of GRD 1.000.M0 in bank account no. I04-508CU6-03 which is held in the name uf 
“Naiiunal Bank for acemmi of the Public Company for Transferable Securities SA (K.A.E.C' at the Sintacma Square (Athens I branch of the 
National Bank of Greece S.A Interested Parties that have deposited the above amount and signed a confidennaliry agreement will be given access 
ro a Company data room, on terms to be communicated to them on 7 September 1998 and which will depend on the number of Interested Parties. 
Priority in accessing the data room Will be ikttawined by the timing of the above deposit as evidenced by the time and dale stamp on the relevant 
deposit reedpr. National Bank of Greece assume*, no responsibility for system failure, or for any act aromisy'on on the part of ns employees which 
results in a delay in effecting said deposit by an Interested Party. 

The Seller reserves the right to postpone and repeat the process at 3 later date, should the financial environment t»c be conducive to the sale or for 
any other reason the Seiler, at us discretion, deems important. 


Athens. 2 September 1998 


companies because a scat- 
ter-gun approach to buying 
IT stocks at this point might 
be asking for trouble." 

The somewhat illiquid and 
volatile shares in Misys were 
among the worst performers 
in the Footsie, as they fell 
346 to £23.04. Those suffering 
the biggest falls in the FTSE 
250 could have formed a list 
of the leading lights of the IT 
index. They were led by Log- 
ica, off 237 Vi to £15.95. and FI 
Group, down 217% at 
£14.62%. 


Retail safe haven 


Buyers seeking safe 
havens in the current tur- 
moil in world markets 
turned to the retail sector 
with several stocks aided by 
broker recommendations. 

In a review on general 
food retailers. Panmure Gor- 
don slashed 1999 profit 
expectations for several sec- 
tor leaders, predicting 
slower consumer spending. 

However. Panmure contin- 
ues to rate several stocks 
amidst the current market 
volatility. These include 
Marks and Spencer, which 
gained 26 to 541p, and Boots, 
in which the shares appreci- 
ated 38 to £10.31. 

Among the food retailers, 
the broker favours Safeway. 
It was 5% up at 314%p as it 
announced that in-store 
banking at its supermarkets 
will spread to 25 branches 
over the next 12 months 
after successful trials with 
partner Abbey National, 4 
lighter at £11.16. Tesco, also 


on the Panmure huy list, 
closed 5 better at 173p. 

Other stocks in demand 
included Kingfisher, which 
rose 28VS to 513'/<p, and Asda 
Group, whose shares 
advanced 12'.i or 7.4 per cent 
to 180',-ip, to make it the best 
performer in the FTSE 100. 
Volume was 7.4m. 

A steep decline in Alliance 
& Leicester shares - they 
fell 83'/i to 831 Vip - owed 
more to a “rogue trade" 
price entered into the SETS 
trading system just before 
Friday's close than to any 
great market stories. Dealers 
said there had been ongoing 
talk of a bidder lurking in 
the sidelines for A&L, but 
yesterday's fall was more of 
a correction than anything 
else. 

The takeover battle for 
Dennis took a dramatic turn 
after a market raid by Mer- 
rill Lynch and CSFB. They 
paid 450p a share for 3.4 per 
cent of the chassis maker on 
behalf of Mayflower, bring- 
ing its stake to 4.9 per cent 

The surprise move sug- 
gests that institutional 
shareholders had started to 
opt for the 450p cash offer 
from Mayflower, rather than 
the rival one from bus body 
maker Henlys. 

At last night's close, the 
Henlys offer was worth 470p. 
However. Henlys’ proposal is 
partly paper, and its shares 
have fallen from 564p when 
the offer was made to 4£7p 
last night, down 11*4. 

Dennis shares were down 
9 at 456p while Mayflower 
was down 6*/s at 159Vip. 

Figures from Persimmon 
brought cold comfort to 
investors In housebuilding 
stocks. There were no nasty 
surprises in the figures, 
which at £28m pre-tax were 
in line with expectations. 

The figures started the 
results season for the house- 
builders and although Per- 
simmon moved against the 
market decline to rise 6V* to 
146p, the positive sentiment 
failed to spread to the rest of 
the sector. 
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Rockwell Collins liquid crystal displays 
provide advanced technology for today's 
commercial and military aircraft. 
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Bourses left reeling in Wall Street’s wake 


WORLD OVERVIEW 

••■MINK Mfiim Ml 

It was the morning after the 
night before for world mar- 
kets yesterday, and share 
prices staggered around with 
a hangover for most of the 
day, writes PMMpCoggan. 

The Impact of Monday’s 
late 512-point decline in the 
Dow Jones Industrial Aver- 
age on Wall Street, which 
wiped out all the gains US 
investors had made this 
year, reverberated through- 
out the day, 

Aslan markets wobbled in 
early trading but then recov- 
ered, notably In Tokyo, 
which was helped by a stron- 
ger yen. Malaysia, the latest 


Asian country to man away 
from free financial markets, 
was the big exception; the 
announcement of capital 
controls sent shares down 13 
per cent 

European bourses fell 
heavily at the start but then 
spent much of the day react- 
ing to an extremely volatile 
Wall Street Electronic trad- 
ing of the S&P futures indi- 
cated a strong start and the 
Dow duly gained 100 points 
in the first few minutes of 
trading. 

That rally quickly evapo- 
rated, turning into an 100- 
polnt loss, before the Dow 
bounced again to be 100 
points ahead by the time 


European markets closed. 

Some European bourses 
have now fallen more than 
20 per cent since mid-July, 
tnaWng thfi decline officially 

a bear market rather than a 
correction. But has the 
sell-off been overdone or can 
the last rites finally be read 
for the long bull market? 

Edmond Warner, the 
global strategist at BT Alex 
Brown who has been bearish 
for some time, said the ratio 
between bond yields and the 
prospective earnings yield 
now made shares look fair 
value. “There Is the caveat 
that earnings forecasts are 
being revised down, but this 
is still a dramatic shift from 


a month ago, when equities 
looked as much as 25 per 
cent overvalued.” 

Mr Warner added that yes- 
terday was “probably the 
first day throu gho ut the coi^ 
rectlon when you should be 
looking to buy the market It 
doesn’t necessarily mean 
that the correction is over, 
but If you're an institutional 
Investor, you're never going 
to get all your money in at 
the bottom.” 

He said Europe was suffer- 
ing from outperformance 
earlier this year. H A lot of 
the equity gains could yet be 
unwound If people panic. 
While we like Europe In the 
long term, we think Wall 


Street will outperform In the 
short term.” 

George Hodgson, Euro- 
pean strategist, at ABN 
Amro, thought that "over 
the past 72 hours, the stock 
markets have started to 
over-react. They have 
ignored the good news in the 
form of lower bond yields 
and commodity prices.”. 

“What we may have seen," 
added Mr Hodgson, “is vigor- 
ous selling from aggre ss i ve 
Investors, such as hedge 
funds. As the dost settles, 
we may see the big institu- 
tions come In and exploit 
valuations that look much 
more reasonable. For Europe 
we see economic growth of 


2.75 per cent' and inflation 
around 2 per cent wMch is a 
good combination." . 

Ian Harwood, global econo- 
mist at Dresdner Klrinwort 
Benson, is less upbeat “Wall 
Street's fall Is a belated real- 
isation that earnings growth 
Is not going to live up.to- 
expectations," he said. 

- •'European fundamentals 
look fine. But there is a' risk 
of Infection from the US, 
especially if US' Investors 
; decide to repatriat e funds to 
meet losses. And if the dollar 
becomes weak, that would 
be bad news for European 
corporate earnings. We stUl 
think bonds and cash are the 
best investments to have.” 



Dow volatile 
as investors 
sift wreckage 


Frankfurt recovers big losses 


BIROPE 


AMERICAS^ 

Bargain-hunting was mirat 
with caution in morning 
trading on Wall Street as 
investors picked through the 
wreckage of Monday's severe 
shakeout, writes John Labette 
in New York. 

The market opened with a 
burst of buying, «mii*ng the 
Dow Jones Industrial Aver- 
age up more than 100 points 
before the sellers stepped In 
to send the market down by 
almost the same amount. 

By early afternoon, how- 
ever, the momentum 
remained positive In most 
sectors and the volume of 
trading was on track to hit a 
record by the dosing helL 
Investors focused mostly 


ground after nearly two 
weeks of gains. 

Among Dow components, 
Walt Disney climbed $2$ or 
more than 10 per cent to 
$30%. Boeing, which 
announced a share buyback 
programme late on Monday, 
gained $2ft or 7 per cent to 
$33%. PalneWebber raised 
the stock to an “attractive” 
rating. 

Chrysler proved another 
strong performer, up $3% to 
)48%, a rise of more than 8 
per cent. Retailing shares 
were also in favour. Borders 
gained 14 per cent to $2iH 
and Dayton Hudson almost 
16 per cent or S5V, to $41%. 

Investors seemed to be 
rethi nking their strategies 
with Internet shares. Most 


Shares in FRANKFURT 
closed higher after a volatile 
session in which the Xetra 
Dax Index picked up from a 
low of 4,647.88 to end 44.62 
better at a day’s high of 
465560. 

In motor stocks. Volks- 
wagen closed DM1060 higher 
at DM135 after the company 
forecast an u par cent rise 
in 1996 commercial vehicle 
sales. BMW, by contrast, 
tumbled DM79- to DM1 .225 , 
hurt by a stranger D-Mark. 

Ranks put in a mostly bet- 
ter showing on the view that 
they woe oversold on Rus- 
sian worries. Commerzbank 
put on DM2 to DM5220 and 
Deutsche Bank rose DM460 
to DM11366. 

HypoVereinsbahk put on 
DM260 to DM187 as the 
merger of Hypo Bank and 
Vereinsbank was officially 
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on large cape. The Dow was 
up 229.14 or 3 per cent to 
7,76861 while the Standard 
& Poor’s 500 Index had 

were up ou the day, but 
some of the sector’s higher- 
flying names were left 
behind. Amazon.com 

Hrtsk*L- 

-36 

.... -an 


-2.6 

Amsterdam 

-1.7 

gained 29.43 to 986.71. The 

plunged another 8 per cent 


-06 

Nasdaq composite rose 5065 

to $78% and America Online 
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to 1650.10. 

fell $% to $814. 

Frankfort. — 
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But many traders expected 
stocks to revisit recent lows 
before stabilising. “Typically 
this bottoming-out process 
involves a rally followed by 
a test,” said Grig Smith, 
chief market strategist at 
Prudential Securities In New 
York. 

With Monday’s market col- 
lapse sending the main indi- 
ces 19 to 25 per cent below 
recent highs, several promi- 
nent stock analysts, includ- 
ing Mr Smith, recommended 
that Investors should lower 
their exposures in bonds and 
raise their exposures to equi- 
ties. 

As US shares pushed 
higher. Treasuries lost 


TORONTO moved higher 
after a stormy start By the 
noon count, the 300 compos- 
ite index was up 65.39 at 
5,596.10 following good 
demand for some selected 
industrials. 

Northern Telecom rose 
C$2.75 to C$78 and BCE 
gained 90 cents to C$5160. 
Alcan Aluminium added 
C$165 at C$30.90 while Sea- 
gram advanced by a similar 
amount to C$5065. 

Another solid opening for 
bullion lifted golds. Among 
leading producers, Barrlck 
rose 55 cents to C$2060 and 
Placer Dome jumped 9 per 
cent, adding C$1.25 at 
C$13.70. 


Buenos Aires races up 


completed, creating Ger- 
many's second largest bank. 

MOSCOW closed flat, mov- 
ing just off record lows in 
minimal volume as the eco- 
nomic crisis continued. The 
RTS index edged 0.05 higher 
to 65.66, unimpressed by the 
arrival of President Bill Clin- 
ton in Moscow. 

PARIS ended little 
changed after a volatile, 
hlgh-valume session. The 
CAC 40 Index, which sank to 
361665 at one stage, dosed 
only 566 lower at 364669 In 
volume of 25.4m shares. 

Software leader Cap Gem- 
ini was the major casualty, 
falling 76 per cent or FFr67 
to FFr863. Financials stayed 
weak. Axa-UAP shed FFr84 
to FFr646 while falls of more 
than 3 per cent were com- 


monplace among banks. 
BNP came off FFr12.50 at 
FFr378. 

Foods, retailers and utili- 
ties were among the more 
defensive areas of the mar- 
ket. Erldania Beghin rose 
FFr84 or 7.7 per cent to 
FFr1,180. France Telecom 
gained FFr23.50 to FFr457. 

Appliance group SEB tum- 
bled FFr96 or 156 per cent to 
FFr519 after Issuing a disap- 
pointing results statement. 
Its sector rival Moulinex 
came off FFr5 to FFr112 in 
s ympa thy. 

ZURICH was cushioned 
from the foil effects of the 
pull-back by the hefty losses 
it had already posted in 
recent sessions. The 8MX 
index lost 94.9 to 6,584.5 
extending to almost 22 per 
cent the market's decline 
from its July 21 peak. 

Banking shares continued 
lower on worries about expo- 
sure in Russia, with UBS 
down SFr9 at SFr458 and CS 
Group falling SFrl2.50 to 

no. 

Zurich Insurance rose 
SFrtO to SFrfiOO, but Swiss 
Re was down SFr4l at 
SFrS.160. 

ABB, however, put on 
SFriff to SFrl.712, prompting 
speculation that Martin 
Ebner's BZ Bank might 
again be buying the stock. 

Mr Ebner declined to com- 
ment on the rumours 
although he did confirm 
statements attributed to him 


in the local press that the 
time was right to start buy- 
ing indus tr ials . 

AMSTERDAM closed off 
the day’s lows with the AEX 
index down 1869 at 166864 
in moderate turnover. The 
low point was 1,089.71. 

Philips, hit by US-driven 
sidling, led the way down. 
The shares fell FI 7.30 to 
FI 122.10 . for a two-day 
decline of 86 per cent DSM 
came off FI 960 at FI 165 A0 
and. Buhrmann FI 2.10 at 
FI 42.90. Royal Dutch, 
buoyed lately by merger 
talk, shed FI 160 to FI 8660. 

kt.m was a rare upside 
feature adding 40 cents at 
FI 68.40 and Hoogovens 
again came In for support, 
gaining FI L50 to FI 76-20. 
MADRID pared its mid- 


session losses to dose with 
the general Index off a mod- 
est 561 at 73161 Telefonica, 
which turned In solid six- 
month results, ended Pta4Q 
lower at Pta5690. The banks 
had an especially volatile 
session. Santander ended off 
PtaSO at Pta2,750 after trad- 
ing between Pta2,8i5 and 
Pta2,650 over the day. 

WARSAW fell 66 per cent 
to its lowest level since Feb- 
ruary 1996 as domestic sell- 
ing continued to depress the 
market But a firming zloty 
signalled that foreign inves- 
tors had largely completed 
their seDnoff an the Russian 
crista, the Wig index dosed 
7526 lower at 10,883.7. 

ISTANBUL, down almost 
11 per cent early in the day, 
rebounded strongly from Its 
lows to dose 46 easier In a 
recovery led by banks and 
other blue chips. The I MKB 
National 100 index finished 
110. 58 we aker at 262466. 

ATHENS also managed a 
recovery from Its , worst lev- 
els, to dose 3.8 per cent down 
but analysts cautioned there 
was likely to be further 
uncertainly and volatility In 
coming sessions. The general 
index, down 7.1 per cent 
early in the day, lost 826 or 
86 per cent to 2,09261. 
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Traders on the SAo Paulo 
stock exc h a n ge “hoped, for . 
some respite thta-Week_after 
days of dizzying swing*, cul- 
minating last Thursday with 
a fen fn the Bovespa index of 
almost 10. per cent 
They were quickly disap- 
pointed on Monday when 
prices suffered afeU of more 
than 4 per cent, to produce a 
decline of almost 89 per cent 
in August, Yesterday the 
index opened tinner, up 68 to 
6685. •. . 

The Brazilian mariret has 
been among the hardest hit 
by the Russian crisis. In 
Latin America its volatility 
has been beaten only by 
Venezuela, which has its 
own problems. - 
There are two main rea- 
sons. One ta. Brazil's liquid- 
ity. As one' of the biggest 
emerging bourses, Sflo Paulo 
offers the easiest point of 
escape for investors stung In 
other markets. The other Is 
the perceived xisk of a deval- 
uation or other economic 
shock treatment 
Ministers insist there will 
be no change : to monetary 
policy, which consists of a 
gradual reduction of interest 
rates and a craWting devalu- 
ation of the real. They also 
rule out a repeat of the mea- 
sures introduced last Octo- ' 
her at the height of the 
Aslan crisis, when base 
Interest rates were doubled 
to 40 per cent a year and stiff 
cuts made In public spend- 
ing to defend, the currency. 

The government has also 
made much of the differ- 
ences between Brazil and 
Ttiww^n . although the coun- 
tries do havesome problems 
In common. Brazil’s budget 
deficit has reached 7 per 
cent of gross domestic prod- 
uct, and its currant account 
deficit is almost-as alarming. 

But Brazil has made many 
of the structured reforms 
needed to underpin stability, 
bringing Inflation Into single 
digits and pressing ahead 
with privatisation. Demo- 
cratic Institutions are also 
well established. 
Nevertheless, stability con- 
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tirnies to depend on foreign 
finance, and that la what 
worries investors. 1 

Rodrigo Fiaes, equities 
strategist at Banco Icatu In 
Rip de Janeiro, says Brazil 
must attract up to $70bn a 
year to cover the current 
account deficit, pay Interna- 
tional debts and .finance 
trade. 

About $9bn left Brazil In 
August on foreign exchange 
markets. The government 
says outflows have been cov- 
ered by direct investment, 
particularly from privatisa- 
tion, and foreign reserves 
are steady at about $89bn. 
But It Is hard to see how this 
can be sustained. 

“If they can’t square the 
circle, they will have to react 
by raising Interest rates, by 
prodnring slower growth or 
recession next year, or by 
devaluing the currency," Mr 
Fiaes says. 

The chance of any drastic 
action is reduced before 
upcoming elections. But the 
threat of any move later on 
will keep investors from Bra- 
zil for as long as the Russian 
crisis continues. 

“Investors are very ner- 
vous,” says Mr Fiaes. “They 
are trying to reduce expo- 
sure to the absolute mini- 
mum. Nobody is trying to 
time the market and come in 
at the bottom because 
nobody thinfcs we’re at the 
bottom yet" 

' Jonathan Wheatley 
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Shares in BUENOS AIRES 
raced higher around mid- 
session, Invigorated by 
renewed strength In US 
stocks. 

The Merval index was 
1167 or 36 per cent better at 
37066, having posted a loss 
of almost 40 per cent in 
August 

SANTIAGO climbed 1.7 
per cent at midsession. 

Analysts had expected the 
early strength on bargain- 
hunting, but they cautioned 
that the recovery was frag- 
ile, and could run out of 


steam later in the day as the 
economic ond political tur- 
moil in Russia once again 
soured the mood. The IPSA 
index was 1.07 higher at 
6364. 

CARACAS proved to be an 
exception to the better tone 
with the IBC index register- 
ing a fell of 7669 or 26 per 
cent at 262763. having 
dosed broadly flat In shal- 
low-trade o n Mo nday. 

MEXICO CITY was dosed 
for the state-of-the-nation 
address by President Ernesto 
Zedillo. 


Jo’burg rallies but ends lower 


SOUTH AFRICA 


Johannesburg clawed its 
way back from early lows on 
short-covering by futures 
operators and as Wall Street 
looked set for a rebound. But 
the overall Index still fin- 
ished with a loss of 116.4 or 
2.4 per cent at 4607.0 as 
industrials dropped 147.7 or 
26 par cent to 5,7066. 

Analysts noted the overall 


Index had collapsed about 40 
par cent since April, taking 
the market hack to levels 
last seen at the all-race elec- 
tions in 1994 when many 
feared the country faced 
civil war. 

Golds continued to draw 
support from bullion's con- 
tinuing bounce off last 
week's 19-year lows. The 
gold index picked up 276 or 
36 per cent to end at 8106. 


Kuala Lumpur plummets 13% 


ASIA P ACIjFlC 
News of draconian capital 
controls sent KUALA 
LUMPUR crashing 166 per 
cent to a 10-year low. with 
the composite index ending 
off 4061 at 262.70 after a ses- 
sion low of 26163. 

Brokers said the controls 
had created extreme investor 
confusion. A comment by 
the prime minister that 
investors, local and foreign, 
would be locked in for 12 
months, added to the uncer- 
tainty. 

Among blue chips, Tenaga 
National fell 10 cents to 
M$268 and Telekom Malay- 
sia M51.06 to M5464. 

TOKYO brushed off Initial 
concerns about the collapse 
in the Russian ami US mar 


Aslan markets 
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First six months 1998 

Sharp profit increase for the first six 
months 1998: +74% to U.S.S1.9 billion. 

- Acquisitions and special factors 
contributed substantially to this net 
profit increase. 

- Interim dividend determined at 
U.S.S0.64: +30%. 
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kets, reversing big losses in 
early trading to push higher 
for the second day running, 
writes Alexandra Harney in 
Tokyo. 

The Nikkei 225 Average 


Sdukk OatHSaanMV 

gained 261.74 to 14669.63 In 
moderate trading after fluc- 
tuating between 13,664.74 
and 1466963. 

The Topix index of all 
first-sector stocks improved 
366 to 1,11015. 

Banks were active, Sakura 
Bank was the most heavily 
traded share, rising Y26 to 
Y274 on talk of 3,000 job cuts 
under restructuring plans. 
Fuji Bank gained Y5 to Y405, 
and the Bank of Tokyo- 
Mitsubishi Y22 to Yi.020. 

Exporters, especially car 
companies and electronics 
groups, were mixed. Tosh- 
iba, the electronics giant. 
Improved Ylu to Y521. Nis- 
san Motor gained Y6 to Y382, 


but NEC lost Y10 to YL031. 
Honda Motor lost YU0 at 
Y4.750 in spite of announc- 
ing record first-half earn- 
ings. 

In Osaka, the OSE index 
slid 85 to finish at 15698. 

WELLINGTON was one of 
the weaker regional markets 
with the 40 capital Index 
closing Off 67.48 at 1,76066. 
Volume was said to be mini- 
mal. Fletcher Paper fell 13 
cents to NZS1.12. 

Air New Zealand’s globally 
traded B shares gave up 18 
cents ' at NZ$1.73. NZ Telcom 
lost 17 cents at NZ$7.63. 

SINGAPORE fell 33.10 to 
62363 on the Straits Times 
index with the news of capi- 


tal controls In Malaysia 
sparking heavy selling. Bro- 
kers said the combination of 
the overnight shakeout on 
Wail St and Malaysia's 
actions had been “lethal". 
The OTC market, which 
mostly tracks Malaysian 
shares, tumbled 86 per cent 

JAKARTA sank 4.8 per 
cent to a five-year low, 
which took the composite 
index down 1668 to 32565. 
Index heavyweight Telkom 
was among the biggest los- 
ers, off Rp325 or 136 per cent 
to Rp?,025 on 186m shares 
traded. 

TAIPEI fell 215.02 to 
6635.09 on the weighted 
index. Electronics ended 4.1 
per cent tower, having run 
up losses of almost 6 per 
cent early in the session. 
Compal Electronics fell 
T$6.50 to TS102.50 and 
Taiwan Semiconductor 
T$260 to TS5960. 

HONG KONG ended 2.9 
per cent lower after a 
choppy session that also saw 
the index move briefly into 
positive territory on short- 
covering. 

The Hang Seng Index lost 
21267 to 7,062.47 to turnover 
that shrank to HK$&2bn, 
suggesting the* government 
had refrained from Interven- 
ing. 


* Adjused &* the changes in the accounting principles 
** Cnapncd widi the abated figure* 

**" Remit*; U&S1-00 - NLO 2.038 14 (avenge exchange i*e] 

Assets sad jbweboltkn’ amity: USX ISO -NLO 2.03800 (exchange time on 30 June 1998) 

£& Net profit increased sharply by 74% to U.S51.9 billion. Acquisitions as well as profits 
from toe partial sale of toe interest in Libertel (mobile telephone network) and the sale 
of the participation in Kredietbank (Belgium) contributed substantially to this increase. 
Excellent net profit contributions from the recently acquired operations Bazik Brussels 
Lambert (BBL) (U.SJS262 million), Equitable of Iowa (US.S44 million) and Furman 
Selz (U.S.S19 million). 

£& Good profit contribution from the worldwide insurance operations as well as-' toe 
domestic banking operations; substantially lower profit contribution from corporate and 
investment banking in emerging markets. 

The item Value adjustments to receivables of toe banking operations amounted to 
U.S.S289 million, excluding the general provision ofU.S3 196 million made in the first 
three months of 1998 in connection with toe consequences of the financial crisis to Asia. 
& The following provisions were made: U.S.S25 million for toe euro and the millenniu m; 
U.S.S20 million for reorganisations and U.S.S25 million for toe risk of low interest 
rates. It is expected that the provisions made until now for the euro/nulletmium for a 
total amount of approximately U.S^ 196 million will be sufficient. 

SK Assets under management increased by 42.1% to U.S.S235 billion. 
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INGJfc) GROUP 


Internet: www.inggroup.com 

The report for the first three months 1998 can be obtained at toe following address: 

- ING Group, RO. Box 8 10,1 000 AV Amsterdam, The Netherlands. 
Telephone: (+31) 20 541 54 71, frot: (+31) 20 541 54 51, e-mail: order@inggrqup.axn 
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W hen product cycles were . 

measured In years rather - 
than months and competition 
was mostly confined to local 
geographies, companies could afford to 
take a relatively relaxed approach, 
towards research and development' 
spending. 

But times have changed. As Alan.. . . 
Wood, chief executive of Siemens' 
UK-based operations, noted recently: 
"Microelectronics and software are 
determining the speed of innovation 
more than ever. 

"Product life-cycles have become . 
shorter and shorter, in- some of our 
businesses, they have been reduced to 
half a year. More than 70 per cent erf 
the products and systems Siemens 
currently sells worldwide are less than 
five years old.” 

What this means, in turn. Is that at 
least 70 per cent of what the company 
sells at present will have to be 
replaced, refreshed or invented In the 
next five years if it is to remain 
competitive, he says. M A key to 
maintaining and improving our ' 
competitiveness will be successfully 
managed innovation programmes." 

Today, for most companies, 
particularly those in the fast-expanding 
information technology sector, 
maintaining or increasing R&D 
expenditure while improving the 
efficiency of the process is now a vital 
ingredient if a competitive edge is to be 
maintained. 

“We regard high value-added 
[intellectual property] contribution as 
the key to profitable growth,- says 
John Taylor, director of 
Hewlett-Packard’s European research 
centre in Bristol. 

As a result, R&D is increasingly a . 
key indicator of the health and vitality 
of ah organisation - a fact reflected in 
the worldwide surge of investment in 
industrial research last year, led by 
US-based companies. 


For leading IT companies, 
it’s research or die 

As -the pace of global competition quickens, well-managed research and development 
is the key to the future of the world's top IT companies. The flow of new technology 
into the marketplace is critical to their success, reports Paul Taylor 


According to the UK Department of 
Trade and Industry’s annual 
International R&D Scoreboard, the 
world's top 300 companies spent £L3Ibn 
($2l6bn) on R&D last year. 12A per cent 
more than In 1996, while 133 US 
companies in the scoreboard raised 
total spending by 17 per cent to £59bn 
t$97bn). 

Both increases were the largest 
recorded since the department began 
compiling the scoreboard in 1991. 
Within Europe, Swedish companies 
stood out, with an aggregate 26 per 
cent growth in R&D investment - 

As Carol Galley, co-head of Merrill 
Lynch Mercury Asset Management in 
the UK noted recently: -More than 
ever, companies in which we invest 
find themselves in competition with 
domestic and international companies 
which have a competitive edge, either 
in terms of the cost of labour or the 
cost of capital 

To succeed against these 
competitors, companies need superior 
products or processes, she says. Hence, 
a successful R&D process is not 
optional, but crndal to a successful . 
business strategy. 

' Philip Crawford, managing director 
of Oracle’s UK operations, agrees. “If 
you don’t do' R&D, yon die," he says. 

Mr Crawford argues that business 


software companies such as Oracle 
have to spend 10 to 20 per cent of 
revenues on R&D if they are to survive. 
-R&D expenditure is the lifeblood of a 
software company," he says. 

As with other software companies, 
Oracle is pgpanding its links with 
academic Institutions and broadening 
its R&D base geographically. As part of 
this trend, the group is expected to 
soon announce additional investment 
in the Cambridge Oracle Research 
Laboratory, lifting its current 50 per 
cent stake. 

Other companies - including 
Cadence, the West Coast-based 
software tools and chip design group, 
and Microsoft, the world's largest 
software group - have also recently 
announced R&D investments in the 
UK. 

These investments extend the global 
research networks being built by the 
main IT multinationals which 
increasingly embrace development 
centres in India and Europe, as well as 
California’s Silicon Valley. "You need 
to spread the load outside of Silicon 
Valley,” says Mr CrawforcL 

At the same time, big IT companies 
are using research and development to 
reinvent themselves. Kevin Gibson, the 
new managing director of SAP’s 
UK-based operations, notes: -We see 


R&D as critical. You must continue to 
reinvent and recreate the product It is 
a continuous innovation cycle." 

High-tech startups naturally boast 
some of the highest levels of R&D in 
percentage terms and, to some extent 
as a company grows It is inevitable 
that the percentage of revenues 
devoted to R&D will decline somewhat 

But despite its rapid growth, SAP 
still spends about 17 per cent of its 
revenues on research and development 
"Some aspects of our business are now 
maturing, but other parts are still in 
start-up mode," says Mr Gibson. “We 
are a paradox, to some extent.” 

Maintaining high levels of R&D 
spending is clearly easier when a 
business is growing, but there is 
growing evidence that it is also a vital 
constituent of any turnaround 
strategy. 

For example. Bob Finocchio, who 
took over as chief executive at 
Informix, the database software group, 
a year ago, insisted that despite the 
company’s serious problems, R&D 
spending be maintained. 

"It isn’t enougb just to get your 
products out of the door,” he says. 

“You have to Invest In the future." 
Among the the group’s 3,500-strtmg 
workforce, 1,000 are involved in R&D. 
Far from reducing research spending 


as part of the restructuring, be says: 
“We have actually increased our 
spending on R&D.” 

Similarly, when Lou Gerstner took 
over at International Business 
Machines five years ago. one of his first 
visits was to the IT goliath’s TJ Watson 
Research Center which, together with 
IBM’s other research labs, Is 
responsible for keeping IBM at the top 
of the patents' award league. 

Even though IBM was 
h aemo rr hag i n g money at that stage, 

Mr Gerstner told the anxious IBM 
researchers that the R&D budget would 
be maintained. 

“Well-managed R&D is the solution, 
rather than the problem,” says Paul 
Horn, head of IBM's $5bn-a-year 
research programme. “The 
commitment to R&D comes right from 
the top." 

Mr Gerstner’s interest in IBM’s 
research programme - which includes 
huge investments in areas such as 
ease-af-use and integrated IT solutions 
- is to ensure that the group has the 
technology and systems required for 
the next generation of products and 
services, says Mr Horn. 

“The technology engine will keep 
chugging along and if we do not do it, 
someone else will," adds Mr Horn who 
has put in place a highly sophisticated 


system for managing the group’s 
investment in R&D and ensuring that 
it delivers real value. 

One aspect that is critical for success 
is the flow of new technology into the 
marketplace, be says. In part, this has 
been achieved by reogani&ing the 
funding of R&D and ensuring that it is 
closely tied to business objectives. 

At Siemens, Mr Wood says the 
management of innovation has two 
basic dimensions: “Corporate 
innovation teams at the heart of the 
organisation focusing on our core 
business areas. And a global 
innovation network aimed at 
maximising the talent experience and 
expertise available in our operations 
around the world." 

As part of this effort, the group has 
set up centres of competence with 
responsibility for design, development 
and manufacturing of designated 
products or systems around the world. 

“Whether it is a centre for Internet 
solutions in the US, or a centre for 
advanced software development in 
India, the aim is to timnost of 
our intellectual capital,- he adds. 

Echoing this emphasis, Carol Galley 
of Merrill Lynch notes: “Our key 
message is that companies should 
ensure that their investment in R&D 
creates value. In other words, the 
expected return from the investment 
should be greater than the cost of 
capital appropriate for the company 
and project. 

“To achieve this, the investment 
must be coherent with the overall 
strategy of the firm and be efficiently 
managed. And in our view, the level of 
achievement should be measured by 
the amount of shareholder value 
created, and not the amount of money 
spent" 

Ms Galley cites Ericsson, the 
Swedish telecoms equipment 

Tom to the back page of this review 
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There are lots 
of ways for 
your business 
to enter 
the Internet 



This is 
the door 
the 

builders 
put in 


The promise of networked commerce. 
Stronger customer relationships. 

The ability to rapidly respond to 
a constantly changing marketplace. 

Where there’s a reason to put your 
business on the Internet, there’s a reason to 
rely on the expertise, strength and security 
of Cisco Systems - the company that . 
brought the Internet to business. 

Look for the Cisco Powered Network™ 
mark. It means your network service 
provider uses Cisco equipment - the 


common platform that lets your network 
work with any other network on the planet. 

Which is why Cisco Powered Network 
.service providers are uniquely equipped to 
make the Internet work for you, whether it’s 
Internet access, ATM, frame relay or other 
data services. 

To find out more, visit our website at 
www.cisco.com. And let a Cisco Powered 
Network service provider 
open up the Internet 
for your business. 
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NEWS UPDATE 


The millennium ‘bomb’ is far from defused 
and time is running out for companies to 
deal with it, writes George Black 



How bfgh tecta sectors outperform 
Indices rabased 


Year 2000 crisis looms 


With only 486 days - or 69 
weeks - left before the new 
miii pnhnn, it is Increasingly 
dear that there is a real risk 
of disasters resulting from 
the so-called mfllenlum com- 
puter "bomb". 

Neither governmental nor 
commercial organisations 
around the world have taken 
seriously enough the threat 
of systems failure caused by 
the date change on comput- 
ers. 

Although the validity of 
the warnings is gradually 
being recognised, it may be 
too late to take effective 
action to ensure that critical 
systems are reliable. 

A report by the GS group 
of leading industrial nations 
stated that even its own 
members were late in pre- 
paring for the date change 
and that other nations 
around the world were lag- 
ging behind them. 

Outside GB, governments 
have under-estimated the 
task and their assurances 
about being ready are proba- 
bly not reliable, said the 
report. It referred to parts of 
eastern Europe, south Asia, 
particularly India and Pakis- 


tan, and South America as 
the areas most at risk. It also 
expressed strong concern 
about the state of the 
nuclear industry, especially 
in eastern Europe. 

The United Nations has 
asked all member-states to 
ensure that their infrastruc- 
tures are year 200&compatl- 
ble by July 1999. 

A study of 15,000 corapa- 


A survey of 
15,000 
companies 
reveals a high 
level of 
unprepardness 


nies in 87 countries by 
researchers at the Gartner 
Group found a high level of 
unpreparedness. The group 
said 23 per cent of the 
world's companies - SO per 
cent of these small ones - 
had not yet begun to amend 
their software. 

Most industries were rated 
as high risk, or as being 


exposed to a critical business 
failure, with healthcare 
among the slowest to 
respond. Western Europe 
lagged six months behind 
the US. it said, with Ger- 
many a year behind and 
many countries in eastern 
Europe, the Middle, East 
Asia. Africa and South 
America even further 
behind. 

The World IT and Services 
Alliance is holding a global 
year 2000 s ummi t In London 
on October 15 and 16. The 
World Bank and the IMF are 
holding a se minar in Wash- 
ington on October 5 to 
debate the challenge facing 
developing countries. 

The UK's Public Accounts 
Committee warned that hos- 
pital patients could die 
because the National Health 
Service’s year 2000 pro- 
gramme had fallen behind. 

The NHS Federation, made 
up of health service experts, 
has advised .the government 
to order the suspension of 
non-emergency operations in 
December 1999 because of 
possible systems problems, 
even though it would add 
greatly to . waiting lists. 


Banks in Britain are worried 
that customers may make 
huge withdrawals of cash 

before the end of 1999 
because of a fear that cash 
dispensers will faiL 

Many of the UK's largest 
companies are still failing to 
record in their annual 
reports what they are doing 
to tackle the problem, 
despite instructions from the 
Stock Exchange and the 
Accounting Standards 
Board. 

A survey by Edinburgh- 
based Company Reporting 
found that a third of busi- 
nesses which bad reported 
since April had not given 
any details of their spending 
or manpower devoted to the 
task or stated who bad man- 
agement responsibility for 
the issue. 

The UK water industry 
regulator Ofwat is checking 
on the progress of water sup- 
ply companies in achieving 
year 2000 compliance after 
the government's Action 
2000 committee said the 
industry was falling behind. 
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Euro software is 
on the way 


SOFTWARE ACTION 


Fears of disruptions in the 
supply chain: see page 4 




SAP in $500m US lawsuit 


All the leading accounting 
software vendors will have 
shipped products which can 
handle conversion to the 
euro, the new European cur- 
rency, by the official trian- 
gulation method before the 
end of this year, says Basda, 
the UK! Business and 
Accounting Software Devel- 
opers Association. 

Basda recommends users 
to upgrade their software 
this year!to deal with trian- 
gulation, .hut to continue to 
run their systems in local 
currency- until later in the 
three-year transition. 


sourcing deals, users feel 
that their IT problems are 
more likely to be solved by 
outside experts than by their 
in-house IT departments. 
Frost & Sullivan believes 
that outsourcing wDl spread 
into cultures up to now 
resistant to it, such as Ger- 
many. By 2004 the largest 
parts of the market will con- 
sist of network management 
(18 per cent) and process 
management (17 per cent), it 

says. 


An e-commerce 
boom ahead 


SAP, the German business 
applications company, has 
been hit by a $500m lawsuit 
from a US company which 
claims that SAP's R/3 soft- 
ware contributed to its col- 
lapse. 

The case has been brought 
by FoxMeyer. a drugs dis- 
tributor which went into 
bankruptcy in 1996. Jt is 
suing SAP claiming that the 
software was a “significant 
factor" in its demise. 

In July, FoxMeyer 
launched another $500m law- 
suit against Andersen Con- 
sulting. which helped to 
instal the software. 

Both SAP and Andersen 
have rejected the charges. 


SAP said the accusation 
“bore no relation to the 
facts". But the news of Fox- 
Meyer’s lawsuit against SAP 
caused a sharp drop in SAP's 
share price. 

FoxMeyer was using an 
early version of R/3, which 
has since been adopted by a 
large numbers of companies 
worldwide and has turned 
SAP into the world’s largest 
business applications ven- 
dor. 

Andersen Consulting was 
one of the early enthusiasts 
for SAP’s software, recom- 
mending it strongly to cli- 
ents and doing much of the 
management consultancy 
and implementation work. 


FoxMeyer alleged that 
SAP’s “fraudulent and negli- 
gent conduct" induced it to 
invest irtiiiinivt in a system 
that failed to deliver. 

It was intended to run the 
company’s sales, distribu- 
tion, order processing and 
stock control systems. Fox- 
Meyer claimed that SAP 
treated it like “its own 
research and development 
guinea pig”, using the proj- 
ect to assess the "severity of 
R/3's volume problems." 

FoxMeyer was subse- 
quently acquired by its com- 
petitor, McKesson. 

The case represents the 
biggest potential set-hack 
that the German company 


has yet faced in its extraordi- 
nary rise to global leader- 
ship of the business applica- 
tions sector. 

Last year, SAP, a leader in 
a market that has seen 
astonishing growth, was the 
subject of an inquiry into 
insider share t rading in Ger- 
many. which created some 
unfavourable publicity. How- 
ever, the present case could 
affect SAP’s reputation 
much more fundamentally. 
It recently listed its shares 
on the New York stock mar- 
ket 


Java makes progress 

UK users are increasing 
their commitment to the 
Java language; according to 
a study by Bloor Research. 
Although not many large 
Java-based projects have yet 
been completed, users say 
they intend to increase their 
use of the language in the 
next couple of years. 

However, the research 
found that users are still 
sceptical about the concept 
that Java will produce a 
standard which will enable 
them to write programs once 
only and be able to run it on 
any computer. 


Focus on the software mar- 
ket for enterprise resource 
planning systems: page 9 


Tools market 
takeovers predicted 
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Taking control of huge amounts of data in order 
to back up information is, to say the least, an 
enormous task. It takes time. Costs ntney. Aad places 
critical business operations on hold. This is no 


It lets you back up and 


longer the case with EMC Enterprise Storage 7 * 
solutions. Our software includes ETC Data Manager 71 , a 
centralised system designed to handle the back-up and 
restore needs of the largest enterprises. EMD Data 
Manager" now allows the fastest iwn-disruptive 


restore information no matter 


back-up of your database, as well as information 
generated from other critical applications - all 
without suspending on-line operations. EOF algo 
supports OT direct connect back-up, making it the 
most complete back-up solution available. To learn 


how massive the database. 


hew ESC Enterprise Storage® can make your database 
more effective, call 01737 835122. Or visit us at 
www.arc.com. 


EMC' fe a (vgtsterea trademark and EMC. EMC Enmprtee storage, Th? Enteipnsa Storaas Cwtomiy and 
The EMC EKea are iradamarivs. o( EMC Cwporanon. O 1669 EMC Coq&xabon. AI ngtas reserved 
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The market for software 
tools for configuration man- 
agement has grown at over 
40 per cent a year for the 
past five years and repre- 
sents a significant area for 
acquisitions by the top com- 
puter companies - so says 
Ovum, the London market 
research firm. 

Software tools are needed 
to support ever-larger teams 
of software developers in dif- 
ferent places working to 
tighter deadlines on complex 
projects with many changes 
being made to programs. 


Electronic commerce will 
be one of the principal 
engines of economic growth 
over the next ten years, fore- 
casts Datamumtor, the Lon- 
don-based market research 
firm. 

Spending on e-commerce 
software will grow at an 
average annual rate of 41 per 
cent over the next four years 
to 3285m. But more must be 
invested in software for 
inventory databases, cus- 
tomer records and Web pub- 
lishing to exploit e-com- 
merce to the full, says the 
research. 

Phenomenal growth in the 
Internet services industry is 
forecast in a new report by 
Frost & Sullivan. As compa- 
nies begin to incorporate the 
Internet as part of their tele- 
com needs and the number 
of subscribers in the con- 
sumer market increases, the 
market for Internet services 
in Europe - now worth 
$9-9bn - will rise to $51.7bn 
by the year 2004. 


Outsourcing To 
double in six years 1 


The European IT outsourc- 
ing market is set to double 
in the next six years, says 
the US market research firm. 
Frost & Sullivan. 

In spite of the bad press 
that surrounds many out- 


Students reject IT 

Three-quarters of students 
have not even considered a 
job in IT, according to a sur- 
vey by Apex Computer 
Recruitment. 

Seven out of ten said that 
computer specialists had a 
negative image and more 
than half said they were 
clever, but lacked social 
skills. A quarter of those 
who rejected the idea pf a 
career in IT considered the 
business too technical 


RECRUITMENT 


Women were more likely 
to turn down a career in FT 
than men - 86 per cent said 
they would not consider the 
idea, compared to 69 per cent 

nf.Tn*?n. _ 
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The IT skills 
shortage is 
increasing 


T he year 2000 computer- 
date problem plus new 
systems projects for 
conversion to the euro cur- 
rency are contributing 
largely to a worsening short- 
age of information technol- 
ogy skills. 

Salaries for IT jobs in 
Britain are rising by around 
6 per cent per quarter, 
according to recruitment 
agency. Computer Futures. 
This compares to official fig- 
ures which indicate that pay 
rates across the economy are 
rising by 4 per cent a year. 

The UK government’s 
Department of Trade and 
Industry has commissioned ■ 
surveys of how firms are 
coping with the skills short- 
age. 

Companies are increas- 
ingly having to take into 
account the availability of 
staff when forming their IT 
strategy decisions. 

Many are using bonus 
schemes to try to retain 
their key IT staff to cope 
with the year 2000 and euro 
projects and to reduce fast- 
rising turnover among 
employees caused by staff 
poaching. 

Most schemes offer 
bonuses to be paid in mid- 
2000. when many managers 
I assume the skills shortage 


will have been relieved by 
the completion of conversion 
projects. 

British- American Finan- 
cial Services, which includes 
Allied Dunbar and Eagle 
Star, recently offered a 100 
per cent loyalty bonus to the 
300 FT staff in its life assur- 
ance businesses to be paid 
immediately, with a proviso 
which allows it to retrieve 
the money from staff who 
opt to leave wi thin three 
years. 

According to a survey of 
UK IT professionals by the 
recruitment consultants, DP 
Connect, “the shortages are 
likely to continue indefi- 
nitely". The pace of techno- 
logical change meant that 
the problem would not go 
away when those projects 
were completed, it con- 
cluded. 


□ The IT skills shortage 
will be one of the key topics 
in the November 4 issue of 
the monthly FT-TT Review. 
The main theme will 'be 
‘Facing up to the euro* - 
examine the implications 
for IT users and suppliers 
alike. _ 

□ Details of further FT-IT 
Reviews this year, can be 
found on page 19 of this 
issue. 


MONTHLY NEWS SUMMARY 


An ‘unbreakable’ 
encryption system 


IBM and the Swiss Fecftratl^tute of Technology claim to 
have made a bfeakthftlpgh'In developing the first 
unbreakable encryptto^System to protect computer data. 
The technique, called the Cramee-Shoup cryptosystem, was 
launched at the Crypto-1'98 confidence in the US and win be 
incorporated by IBM Into future-security software products. 
IBM says it mil provide a boost for confidence in commercial 
dealings on the Internet 


Dell takes number two spot 


Dell Computer has overtaken IBM to become the world's 
second largest personal computer vendor after Compaq, 
according to research by Dataquest and International Data 
Corporation. 

In the second quarter Dell reported turnover up 54 per 
cent to $4-30n and profit up from £2i4m last year to $346m 
this year. DeH increased Its profit margin from 22.2 per cent 
last year to 22.7 per cent this year, while competitors are 
struggling to maintain margins. Analysts attributed this to 
Dell's buHd-t<>order business model which enabled it to take 
advantage of rapidly falling component prices. See report, 
page 12. 


Intel launches new chips 


Intel launched new Pentium 11 and Celeron chips which are 
expected to lead to lower prices for personal computers at 
both the top and bottom ends of the market. The industry 
leader is facing tougher competition from AMD and Cyrix. 

Inters 64-bit Merced chip has been delayed until m id-2000 
and could be delayed further still by development problems, 
according to analysts. Intel reported a 29 per cent fall In 
second quarter earnings and said it expected sales to be flat 
or slightly up In the current quarter. On top of these 
problems, the company faces an anti-trust case brought by 
the Federal Trade Commission, scheduled for January 5. 


EDS group wins London contract 


A consortium led by the US oustsourcing company, EDS, 
has won a E1.4bn order to Instal the world's langest-yet 
smartcard ticksting system for London Transport. The 
system will cover the London underground railway and bus 
network. Users will be able to pre-load the cards with money 
at sales terminals in various places. 

The system, to be installed by EDS, Cubic Corporation, 

ICL and W.S-Atkins under the UK government's Private 
Finance Initiative scheme, is intended to reduce fraud. The 
cards could also be used for other applications, possibly 
doubling as electronic purses. 


Sun and Lucent messaging pact 


Sun Microsystems and Lucent Technologies (formerly part of 
AT&T) are working together to develop a single messaging 
system for users to be able to collect email, voicemail and 
faxes. 

The venture involves Sun’s Solaris operating system and 
Internet Mail Server and Lucent's text to speech conversion 
system Inherited from AT&T’s Bell Labs and the voicemail 
system acquired with the takeover of Octet. 

Sun and Lucent hope to sell toe product from early next 
year to telecommunications operators and Internet service 
providers who will sell services based on tt to end-users. 


Baan chairman resigns 


Jan Baan. founder of the Dutch applications software 
company of that name, stepped down from the chairmanship 
of toe company after questions were raised in the US about 
Its accounting practices. Analysts had complained that it was 
hard to distinguish toe company's finances from those of 
Vanenburg Ventures, the venture capital business run by 
Baan. Chief executive and company president Tom Tinsley 
has taken over as chairman. 



Siemens launched a global marketing campaign last month to 
fry and sell its El -2bn plant m Tyneside 


Siemens to sell UK plant 


Siemens, the German electronics company is seeking to sell 
Its UK chip plant which it closed during the summer. The 
plant cost El J2bn but was dosed with the loss of 1,100 jobs 
because of falling chip prices worldwide. 

The company has approached other chip producers 
Including Motorola, Fujitsu and Samsung, but so far without 
success. An the equipment is due. to be removed from toe 
plant by toe end of January. Siemens received E44m In-ald 
from the UK government for building the" plant less than two 
years ago and has offered to re-pay the grant 


Novell launches Netware 5 


Novell this week launches Netware 5. its network operating 
system and a principal competitor to Microsoft’s Windows - 
NT and the Unix operating system. 

Analysts at International Data Corporation said that : 
Netware 5 stood a good chance of being successful to foe' 
market as Netware had a loyal following which was keenly 
awaiting its Improved directory services. Windows NT-W ; - 
gained market share over Netware, but version 5 of NT does 
not yet have a launch date, so Novell may have a chance to 
re-gain the initiative before NT5 appears. . ' _•%’ ;• 


Strategic software partnership 


In 




race 


what is described as a breakthrough agreement rnjtiw^v. 
x to defuse toe so-called millennium “bo'mb'. Ndv^k-i.^ -r 


leading provider of network software, and Greenwich. MeSft. 
Time (GMT), the diagnostic and corrective software 3upbfte£ 
have announced their intention to falncfle their poduofig^: 

This move represents the first leading network software • 
manufacturer to incorporate GMTs year 2000 technology in 
assisting customers to tackle the year 2000 problems on 
networked PCs. Novell NetWare has 80m users worldwide. 
GMTs product is the Check 2000 Client Server toolset 


George Black's e-mail address: 
obg 26 @dia i pipex.coml 
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C utting the IT bin in half Is a 
remarkable achievement for 
any organisation. DuPont, 
the S45bn US chemicals, energy 
and life sciences group, halved its 
speeding on IT by a spectacular 
3650m between 1990 and 1995. But 
for Bob Ridout, chief information 
officer (CIO) at DuPont, this was 
not enough. 

“When we were spending $L2bn 
on IT we felt we weren't getting 
the value of that sum. So we 
started cutting costs and got down 
to 3850m. But then we found that 
what we had was a ‘one size fits 
all* solution. By 1995, we didn't 
have the choices we wanted, but 
we were lean.** 

DuPont moved ahead, courtesy 
of a spectacular $4bn outsourcing 
deal involving an alliance with 
CSC and Andersen Consulting. 

CSC took responsibility for 
DuPont's global IT infrastructure, 
including 60,000 desktop PCs. 
Andersen was given the task of 
managing and pnhawrfng DuPont's 
work across the board, from the 
manufacturing plant to the 
customer-service relationship. 

The structure that the CSC/ 
Andersen team win manage was 
created by aligning DuPont’s IT 
operations with the company’s own 
global str u c tu re. Strategic Business 
Units, or SBUs, are the primary 
way DuPont operates. 

“We have a mini-CIO in every 
SBU." says Mr RldouL Fresh from 
a 7am global conference call with 
these executives. Mr Ridout says 
be has no qualms about devolving 
authority. "That's the main point 
of my Job. I wort: through them a 
tremendous amount." 

Mr Ridout has used the 
deployment of CSC and Andersen 
to offload same aspects of the IT 
issue while DuPont concentrates 
on matters closer to its corporate 
heart. Since 1997. the company has 
divested a printing unit, sold to 
Agfa, while acquiring a UK-based 
titanium dioitide business, known 
as “Tioxide" in DuPont’s world, 
from ICL This Tioxide business 
was, in turn, integrated into 
DuPont's White Pigments Business 
Unit, with a polyester business 
being simultaneously married into 
two other SBUs. 

Within this complex 
reorg anisatio n, there was no space 
for worrying about IT issues. Mr 
Ridout was not concerned about 
the apparent relegation of his 
business discipline. It was the 
first time that I can remember 
when we had a situation like this 
and IT was not on the critical path. 
This was because CSC was 
handling all the questions of access 
to IT systems within the revised 
strategic business units.” 

The outsourcing of DuPont's IT 
management has changed Mr 
Ridout's role for the better. “In the 


Bob Ridout, chief information officer of Dupont, the $45bn 
US conglomerate, was able to make big IT cost-cuts and s till 
enhance the business. He talks here to Mirhael Dempsey 


Dupont’s IT chief 
knows ‘how to 


follow the dollars’ 
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Itidoufc cutting IT costs in half was not enough 
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past, I would have had to make 
some difficult choices when 
confronting the re-organisation of 
these SBUs." 

For him, such choices can 
obscure other pressing i s s ues. If 1 
had been sacked into the details of 
IT in these SBUs I might have been 
forced to put year 2000 
computer-compliance work an the 
backbumer," he says. 

For Mr Ridout, the looming 
question of the year 2000 computer 
date problem - the so-called 
“mfllepninm bomb" or Y2K issue - 
is not something any chief 
Information officer or IT director 


should ignore. This issue is a real 
attention-grabber for the CIO. I 
don’t think there’s any CIO who's 
not worried about the Year 2000.” 

Freed from unwelcome 
distractions by his outsourced 
support, Mr Ridout has other big 
questions on bis mind: “We're 
thinking of creating a strategic 
services unit that would include IT 
in its remit" 

This move has been prompted in 
part by DuPont’s widespread 
adoption of m anufacturing 
software from Germany’s SAP. 
“We've been SAP users since the 
early 1980s and we now look upon 


this technology as a tool for the 
global design and implementation 
of products and ideas." 

CSCs newly-created Chemical, 
Oil and Gas Group will draw on 400 
SAP specialists to support DuPont 
and future customers in this 
sector. Dupont of the US and BASF 
of Germany are the world's two 
largest chemical companies. 

Charles Holliday, DuPont's 
chairman and chief executive 
officer, has said that Dupont aims 
to transform itself into a 
faster-growing and less cyclical 
group of businesses. The company 
is planning to float its oil business, 
Conoco, in the autumn and is 
seeking acquisitions in the life 
sciences area. 

The whole concept of Dupont's 
strategic services unit is meant to 
deliver worldwide answers that can 
be implemented quickly. DuPont is 
also faced with upgrading its 
collaborative IT systems. 

The independence erf the SBUs 
has created an unwieldy legacy 
here, with five different e-mail 
systems in operation across the 
world. The e-mail option within 
DuPont is being converged and 
expanded around the Lotus Notes 
product 

Notes creates a constellation of 
user-groups, each able to 
communicate and share the 
contents of their computer screens. 
He emphasises that the decision to 
go with Notes is not a rejection of 
internal company Internet 
technology, known as intranets. 

“We are also setting up an Intranet 
- but it will act as something of a 
repository of information, while 
Notes is used for one-to-one 
communication or to conduct 
meetings." 

Notes will be embedded within 
the architecture and standards 
agreed by Mr Ridout's team of 
mini-CIOs and Implemented by 
CSC and Andersen. After 
agreement was reached on 
replacing the five e-mail systems 
that had developed over 10 years, a 
majority of tire mini-CIOs voted for 
Notes. "The important thing was 
that we picked one product to 


operate around the world. Then we 
told CSC and Andersen what it 
was." 

While these technologies are 
under review, Mr Ridout has to 
wrestle with the question of staff 
recruitment and retention. Under 
the outsourcing deal 500 DuPont 
staff moved to Andersen and 2£00 
came under the roof of CSC, 
leaving Z.100 IT personnel within 
DuPont. 

Hie boom in demand for 
programmers as businesses try to 
grapple with the fall-out from the 
“millennium bomb" is inflating IT 
salaries and threatening to create a 
global shortage of the right skills. 
DuPont is ready to respond with an 
approach to personnel 
management which Mr Ridout 
paik "succession planning". 

He says: “We need IT people who 
really understand our business and 
our market We are looking at 
market-based compensation far IT 
staff, retaining them by treating 
them as part of the chemical 
industry. It's crucial to find what I 
call "bridge people' - those who 
understand both the technology 
and its power to make a 
contribution . . . these people can 
actually suggest strategies for the 
business as a whole." 

Mr Ridout enjoys a good 
relationship with his chief 
executive officer that many IT 
executives must envy, since Mr 
Halliday, DuPont’s chairman and 
chief executive, is an enthusiast for 
technology. “He came to the Job 
from a posting In Asia where he 
used IT personally to eliminate the 
challenges of time zones and 
distance. 1 have constant e-mail 
conversations with Chad Halliday 
and he’s Interested in the issues 
around IT industry suppliers." 

This political empathy at the 
highest level wi thin DuPont is a 
boon to Mr RidouL During the 
battle to halve IT expenditure, he 
could rely on hacking from his 
chairman. “He would go to IT 
meetings, too. Putting regional 
data centres together was easier 
for some people than others. Turf 
wars were the real big issue - he 
understood that situation." 

Understanding the nature of 
each company's business has 
become a “cliche requirement" for 
IT suppliers, but Mr Ridout 
concludes that the CIO with a 
future really must know “how to 
follow the dollars". He points out 
that DuPont’s relentless growth 
requires management staff who 
can match each line of supply to 
that strategy. 

“We've moved into 
biotechnology, for instance ... so 
now we are looking for IT people 
who ‘know* biotechnology and IT 
in the DuPont sense, so both these 
elements are exploited to 
accelerate bumness growth." 
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Supply chains are 
feeling the strain 


The emerging concept of a 
totally-integrated supply chain is 
bringing great changes in the way 
many companies operate, reports 
Philip Manchester 


T he Introduction of the 
new European cur- 
rency plus the pros* 
pect or disruptions due to 

the so-called mille nnium 
computer “bomb’' are just 
two of the pressing logistical 
challenges facing man; 
areas of industry and com- 
merce - already wrestling to 
find IT resources needed for 
the introduction of supply 
chain management and 
enterprise resource plan- 
ning. 

As this survey shows, the 
advent of the euro will have 
a profound impact on supply 
chains in Europe which have 
evolved to serve mainly 
national markets. But as 
currency barriers come 
down, prices will converge 
rapidly across the eurozone, 
bringing new demands on 
retailers and forcing them to 
overhaul their fragmented 
supply and distribution 
systems. 

There is also much uncer- 
tainty over the impact on 
supply chains of the year 
2000 mille nnium "bomb" - 
also known as the Y2K issue. 
While most larger companies 
are taking action, many of 
their smaller outside suppli- 
ers and service-providers 
have yet to even begin - 
with the result that the total 
supply chain could be badly 
hit. as businesses large and 
small suffer losses. ( see 
detailed reports below and on 
the facing page X 
Meanwhile, scarce IT 
resources in many busi- 
nesses are being further 
stretched as companies 
attempt to implement soft- 
ware systems for supply 
chain management and 
enterprise resource planning 
in order to maintain compet- 
itive edge. 

Distribution of goods and 
services has always lent 
Itself to automation. Since 
the early days of IT, tasks 
such as order processing, 
despatch, delivery and invo- 
icing have been among the 
first processes that compa- 
nies put on a computer. 

But the nature of distribu- 
tion and its part in the sup- 


ply chain are changing fast 
Electronic commerce and 
open public networking, in 
the form of the Internet, 
change the way companies 
work. One result is that the 
established applications 
which cope with distribution 
tasks are also being forced to 
change. 

“In the last 25 years, we 
have seen a fundamental 
shift from production-cen- 
tred activity to customer- 
centred activity. 

“This has accelerated 
product life cycles, time to 
market and the customisa- 
tion level of products. Inevi- 
tably, this has a huge impact 
on distribution,” says Ken 
Sharma, vice president of US 
logistics software company, 
i2 Technologies. 

The main change is that 
distribution is now only one 
part of the supply chain or 
what is now referred to as 
“value chain”. The IT appli- 
cations that handle distribu- 
tion. therefore, are increas- 
ingly being called upon to 
communicate with other 
applications and with the 
outside world. The web- 
based tracking systems used 
by Fedex and UPS are exam- 
ples of how one aspect of dis- 
tribution has been changed 
significantly by tbe Internet. 

Both Fedex and UPS have 
Web sites where customers 
can use a simple desktop 
browser to find out where 
their package is and when It 
is scheduled for delivery. 
This both improves cus- 
tomer information and cuts 
costs. 

The emerging concept of a 
totally-integrated supply 
chain - from raw material 
producer through to end-cus- 
tomer - promises even fur- 
ther change. This will have a 
huge impact on distribution 
applications and their place 
in the grand scheme. 

Distribution applications 
have, of course, always had 
links to order processing, 
manufacturing and stock 
control applications. But in 
the age of electronic com- 
merce, order data may well 
come from a web page, man- 


ufacturing data could be 
spread across several differ- 
ent suppliers' databases and 
stock control is being 
enhanced by warehouse 
manag ement They all have 
a direct impact on distribu- 
tion and the FT applications 
which support it 
“We are moving to a world 
where companies no longer 
compete with each other - 
but supply chains do. This 
means business need more 
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Logistics 

Here and on the 
foHowfng five /;' • 
pages, FT writers 
highlight ways in . ’ 
which inforniatron • 
technology can : : 
improve the supply 
chain 


responsive and adaptable 
systems to support a multi- 
enterprise supply chain,” 
says Mr Sharma. 

He argues that organisa- 
tions need tools to help with 
decision-support in what is 
becoming an increasingly 
complex business environ- 
ment. “Real time decision- 
support tools are the key to 
success in the new environ- 
ment - as indeed are closer 
relationships between com- 
panies in the supply chain." 

The trend towards partner- 
ships among companies is 
now widely seen as one of 
the pre-requisites for success 
in many areas of business. 

“There is tremendous pres- 
sure on companies to collab- 
orate. They are looking for 
new areas for sales growth 
and want more responsive 


systems to support them. 
But they also need to seek 
deeper relationships, with, 
both suppliers and custom- 
ers and to increase their 
market share," notes Julian - 
David, IBM's director of dis- 
tribution industry marketing 
in Europe, Middle East and 
Africa. 

It is no longer enough for 
a company to improve Its 
internal systems, he says. “It 
has to look at tbe whole pic- 
ture and the way distribu- 
tion systems impact all of 
the participants from raw 
material suppliers through 
to the customer. Organisa- 
tions that have done this are 
seeing the benefits - con- 
sider Tesco supermarkets in 
the UK, for example. Its pol- 
icy of excellence in the sup- 
■ply chain has brought tre- 
mendous benefits.” 

Extending systems beyond 
company boundaries in this 
way is. of course, aided by 
Internet technology in the 
form of internal company 
Intranets and the so-called 
extranet - where applica- 
tions span multiple enter- 



_’A Southern Pacific freight tram makes its way through- the Southern Padflc raSyard in the city of 
Industry, California. But long before the goods get this for, FT systems have a crucial rale in the 
manutec tiring and dfartribuBon chain ap 


“The great advantage of 
the Internet is that it is a 
universal standard and it 
reduces costs dramatically. 
This allows organisations to 
set up extended distribution 
networks through franchise 
stores - but with the advan- 
tages that size usually 
brings. Even the small 
tomato grower out in tbe 
country can plug into the 
e-commerce platform with a 
standard PC and find out 
what Is going on." says Mr 
David. 

He points out that cost- 
savings are “very real" - 
especially when It comes to 
processing transactions. 

“Studies we have done 
show that processing costs 
are much lower. An air 
ticket, for example, costs $8 
to process. With electronic 
processing, it foils to around 
$1. The same cost savings 
could apply to logistics and 
distribution. 

“The European Commis- 
sion estimates, for example, 
that 90 per cent of vehicle 
movements are of empty 
vehicles. If you can bring 
shippers, carriers and receiv- 
ers together in a single elec- 
tronic community, they can 
use a single management 
and forecasting approach 
and make productive use of 
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this capacity," ha says. 

IBM is working on a num- 
ber of initiatives aimed at 
exploiting the Internet infra- 
structure and products such 
as Lotus's Domino server to 
improve collaboration. 


Unsurprisingly, so is 
Microsoft, the world's largest 
software company. It is pro- > 
rooting cross-enterprise col- 
laboration with, its Value 
Chain Initiative (VCI), which 
alms to bring participants 


together in. what it calls a 
"global value, chain”. 

Although one of the mrir> 
afrtis is, of course, to pro- 
mote Microsoft products as 
the core of electronic com- 
merce applications, it is also 


ah important step towards 
creating, a standard infra- 
structure tor cross-enterprise 
: / logistics- and distribution. 

. “We see: VCI as a way to 
make electronic commerce 
* happen. The goal is to 
maw* information 

to be- shared dynamically 
.between-trading partners. It 
is "being driven by large 
- organisations' need to build 
links. -with those they do 
Susfiiess with," explains 
John Noakes. e-commerce 
business manager at Micro- 
soft UHL VCI. he adds, is 
being supported “by some 
very large and important 
names" including Boeing, 
Coca-Cola, Walmart and 
General Motors. 

In addition, more than a 
hundred software' companies 
are building VCI support 
into their products. 

Inevitably, Microsoft will 
meet with some resistance 
from competitors and only 
Hma will teDl whether VCI 
becomes the dominant 
underlying model for elec- 
tronic commerce. But one 
thing is certain: distribution 
and logistics applications 
will never be seen as isolated 
again; they will, in future, 
form part of a coherent sup- 
ply chain management appli- 
cation. 

P Supply chain manage- 
ment and the value chain 
Initiative: see facing page. 

□ Enterprise resource plan- 
. ning and “just-in-time” 
. scheduling software: page 6. 

□ The impact of the euro; 
benefits of data warehous- 
ing: page 8. 

□ Electronic commerce and 
web-based EDI systems, 
page 9. 


Factories in a race 
to beat the clock 


Meticulous testing is needed to Toot 
out embedded computer chips that 
may not be year 2000- compliant, but 
time is running out 


D efusing the millen- 
nium bomb is a 
colossal task for 
many larger manufacturers. 
Not only do they have a vast 
array of machinery, some of 
it containing date-sensitive 
embedded chips, they also 
have control systems to run 
it. On top of that, they have 
business IT systems along 
with everyone else in the 
commercial world. 

Moreover, they are often 
part of a complex supply and 
distribution chain. And they 
may have to check that the 
products they are making 
are year 2000-compliant 
Given the scale of the task. 

It is perhaps not surprising 
that preparation across the 
sector is uneven. Kimball 
Bailey, a consultant at Lon- 
don-based consultancy. 
Pagoda, says: “In general, 
the largest manufacturers 
are well prepared, but medi- 
um-sized s mfl small mnimfa<» 
hirers are lagging behind.” 

Worst-case 

scenario 

“The danger for companies 
which don't sort out the 
problem is that their facto- 
ries could be closed for up to 
several weeks in 2000 as they 
wait for replacement parts to 
arrive,” says Gillian Ferraro, 
FT director for a leading UK 
paper manufacturer. 

Worse still, says Mark 
Napier, director of the Com- 
puters in Manufacturing 
show, “an error in a critical 
piece of equipment could 
cause injury to staff - per- 
haps because of overheating 
if a pressure valve Is not 
released early enough, or 
due to problems with chemi- 
cal processes. Or a software 
flaw could prevent a 
machine from bring serviced 
on time.” 

Ian Bowman, year 2000 
manager at tbe Goman com- 
pany, Siemens Automation 
and Drives, says: “Most of 
the machines have some 
kind of chip in them and In 
the computers that run 
them. These are hard to find 
because industrial comput- 
ers are built into rugged 
boxes. The advantage is they 
can withstand being bumped 
or kicked, but it is .a lot of 
work to take them apart and 
see what's inside.” 

Some industrial systems 
even have a real-time Pen- 
tium-based computer inside 
and visualisation software so 
that managers can see what 
is happening on the produc- 
tion line. Real-time systems 
tend to have a date function 
and very often only a two- 
digit field for storing the 
date. This Is likely to cause 
problems in the year 2000, 
when the system may 
assume that 00 is 1900, 
rather than 2000. 

Siemens Automation and 


Drives, which is a leading 
supplier of programmable 
controllers and drives in 
Europe, is having to go 
through a process very simi- 
lar to other manufacturers. 

It has decided to make its 
equipment compliant with 
the British Standards Insti- 
tute's year 2000 standard. 

This involves meticulous 
testing of all its products 
and of any software they 
use. Mr Bowman says he has 
a 140-page document full of 
test data with about 20 prod- 
ucts per page. 

“To get BSI year 2000 certi- 
fication, our German test 
centre sets tbe date on a 
piece of equipment or soft- 
ware to January 1. 2000. Or 
to the six or so other dates 
that need to be tested - for 
example. 9/9/1999," says Mr 
Bowman- “The test guide- 
lines indicate the sort of 
result we should get * 

“If the product fails, we 
have to work out what to do 
to put it right- It might need 
a software patch, a flash bios 
upgrade, or the date might 
have to be set manually in 
DOS. 

“The last thing we need,” 
says Mr Bowman, “is a valve 
at a customer's plant open- 
ing at the wrong time, or cut 
of sequence, -or a ' motor 
switching on when it 
shouldn’t If a valve at a cus- 
tomer site opened and depos- 
ited alotof toxins in d river, 
that would be a major prob- 
lem for us, too." 

However, by no means all 
Siemens Automation and 
Drives products are date-sew 
sitive. In one product g ro u p, 
about SO per cent of products 
have no date code: In 
another group - motors - 
about 90 per cent do not use 
a time or date. 

LflTgBT . flj a 

up to speed on dealing -with 
the millennium bomb, he 
adds. “Our own year 2000 
plans get audited by them. 
But there are plenty of mid- 
dle-sized manufacturers, 
with say, 100 programmable 
controllers and several hun- 
dred computers, which are 
Ignoring the problem and 
hoping it will go away. 

But the problem will not 
go away, because those busi- 
nesses will eventually be 
questioned by companies 
higher up the food chain', 
he says. 

“These will threaten to 
withdraw their business if 
the manufacturer cannot 
prove it will still be able to 
operate in the year 2000,” 
Meanwhile, the onus is on 
the big manufacturers to 
share information with the 
smaller ones which , often 
have limited resources, he 
believes. 

likely cost 

Tackling the year 2000 
problem, can be expensive. 
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Unilever, which does an 
extensive range of manufac- 
turing, will spend £300m fix- 
ing year 2000 problems. Fer- 
raro expects to spend about 
one per cent Of turnover - a 
typical figure for year 2000 
compliance In Europe, 
according to stockbrokers 
Merrill Lynch. 

The ptoblem is not that a 
lot of equipment will fail. 
“By the time you’ve looked 
at everything and eliminated 
systems that don’t use the 
real-time clock," says Mr 
Bowman, "you could well be 
down to two per cent of 
systems that are affected. 

“It’s the lengthy process 
you have to go through to 
find those two per cent that 
uses up resources." 

Time is also needed to 
check that customers will 
have fixed their accounts 
systems and be able to pay 
on time, and that suppliers 
are year 2000 compliant 

Ms Ferraro says that man- 
ufacturers worried about 
their, suppliers' level of year 



If the answer is yes, then you 
are invited to see how a Thin 
Client/ Server system can free 
you-from the. tyranny of the 
upgrade-and-replace cycle. 

NetSoft Solutions and Lloyd's 
Insurance. Service are holding 
a launch event for Microsoft 
Windows/NTtr) Terminal Server 
Edition on the 24th September 
at the 'Lloyd's Building. 

Speakers from Microsoft and- ' 
NetSoft will provide an 
overview and demonstration 
of this technology. 


for more information, and 
to reserve your place for this 
early evening session, please 
contact Ashley Robertson at 
NetSoft Solutions on' 

0171 360 4555. Of 
. e-maH Jnfiw9rKttoFUo.uk 
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2000 compliance “could 
hoard stocks causing a 
shortage of parts." 

Even replacing old IT 
systems with new ones could 
be problematic for some 
manufacturers. Pagoda cus- 
tomer Ms Ferraro is taking 
the path less-travelled of fix- 
ing existing business 
systems, rather than replac- 
ing them . with an off-the- 
shelf package. 

“If we hadn't started as 
early as we did," she says, 
.“we would not have had the 
luxury of making this 
choice. We're glad we did 
because some colleagues in 
tbe industry are struggling 
to get bought- in packages 
adapted in time." 

Ms Ferarro warns: “If 
you're a manufacturer 
starting to address the year 
2000 problem now, you prob- 
ably won't be able to finish 
in time. Companies which 
operate 24 hours a day could 
find there just aren’t enough 
days left for testing when 
the plant is shut,’’ 
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LOGISTICS AND THE SUPPLY CHAIN 


SUPPLY CHAIN MANAGEMENT • By Geoffrey Naim 


Route for accurate forecasting 


Software tools help companies 
improve their product planning, cut 
lead times and speed up the 
management of orders 
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S upply chain manage- 
ment (SCM) has 
become one or the hot- 
test segments of the software 
Industry thanfcg to the com- 
petitive pressures driving 
businesses to streamline 
their supply chains and 
reduce lead times. 

Compared, to the enter- 
prise resource pl annin g 
(FAP) industry, the SCM 
market is fairly small with 
1995 revenues of just over 
5400m (£242m), according to 
the market research com- 
pany, AMR. However, the 
market is growing fast - 
AMR predicts revenues of 
$1.6bn for 2000 - as more 
.businesses discover that the 
limited planning capabilities 
in their ERP systems, from 
vendors such as SAP or 
Baan, cannot cope with 
■Al today’s fast-moving business 
^environment 

Companies are instead 
turning to the sophisticated 
analytic capabilities of SCM 
products from vendors such 
as i2 Technologies or Manug- 
istics. They believe these 
tools can give them a' com- 
petitive advantage by ‘ 
improving product planning, 
reducing lead times and 
speeding up order manage- 
ment. 


T he computer industry 
is a big Can of SCM as 
it has allowed manu- 
facturers to cope with 
shorter product cycles and 
trends such as "build to 
order" while minimising the 
“risk of having unsold PCs in 
warehouses. 

Using i2’s Rhythm prod- 
uct. Compaq’s manufactur- 
ing and distribution division 
has reduced its overall 
inventories by -more than 
5100m in two years and its 
global planning cycle time 
il-om 28 to 14 days. 

(2 has traditionally domi- 
nated SCM in the manufac- 
turing sector while Manugis- 
tics has concentrated more 
un the consumer goods 
industry. Recently, however, 
Mnnugistics scored a coup 
by beating its rival to a big 
contract from Nokia, the 


Finnish telecoms equipment 
maker. According to Mary- 
Lou Fox, senior vice presi- 
dent at Manugistics, the sup- 
ply chain challenges in the 
electronics and consumer 
goods sectors are not that 
different. “In the consumer 
area, a lot of the costs are in 
finished goods inventory and 
it’s the same far high-tech 
industries. 

“If the distribution chain 
gets overloaded with obso- 
lete PCs, they send them 
back." 

ERP and SCM are- often 
confused but the two disci- 
plines are distinct. ERP 
systems are designed pri- 
marily to run a business 
more efficiently by tracking 
transactions across func- 
tions such as finance, order 
management and manufac- 
turing. 

SCM systems, by contrast, 
analyse this information and 
allow managers to do fore- 
casts and “what if” planning 
- analysing the effect if a 
factory were to close for a 


week, for example. 

According to Ms Fox, SCM 
comes into its own when a 
manufacturer has several 
product lines competing for 
limited production capacity. 
Some products may be just 
launched, others are in 
growth phase with demand 
growing strong, while still 
more products are nearing 
maturity or in decline. 

Traditionally, the ERP and 
SCM vendors have seen their 
products as complementary 
and competition has been 
avoided. However, the ERP 
vendors are now trying to 
expand into SCM and this 
potentially threatens the 
impressive 50 to 100 per cent 
annual growth rates enjoyed 
by the SCM vendors. 

“Before SCM was a niche 
market but increasingly cus- 
tomers are saying their ERP 
system does not allow them 
to make realistic plans,” 
says Wayne Webb, European 
general manager for Baan’s 
new supply chain business. 

“The ERP vendors have 
realised that customers 
demand this extra function- 
ality." 

Baan entered the SCM 
market last year by acquir- 
ing Berclain, a Canadian 


software house. It has since 
expanded Us SCM portfolio 
and now claims to be third 
largest SCM vendor. 

Mr Webb predicts Baan's 
SCM sales will reach at least 
540m in the current year, 
compared with just 518m in 
1997. 

SAP, Baan’s traditional 
and bigger rival, has also 
joined the fray with an ini- 
tiative called Supply Chain 
Optimisation, Planning and 
Execution (Scope). 

SAP calls Scope “the most 
significant development ini- 
tiative undertaken since the 
development of R/3,” tts flag- 
ship ERP software. 

I he products that 
result from SAP’s 
Scope initiative are 
being developed around 
database technology from 
fellow German company 
Software AG'. 

Analysts do not see Scope 
challenging the products of 
established SCM vendors 
until 1999 at the earliest. “It 
takes time to develop a cus- 
tomer-base for SCM,” says 
George Gilbert, an analyst 
with the securities firm, 
Deutsche Morgan GrenfelL 

Rivals, not surprisingly. 


are unimpressed with SAP's 
Scope initiative. “They are 
playing catchup with a small 
part of our Rhythm product 
that is already five years 
old," says Roger Taylor. 
European director of mid- 
market solutions at i2 Tech- 
nologies. 

“ERP vendors will bring 
out supply chain capabilities 
that will be very generic and 
not industry -specific.” says 
Ms Fox of Manugistics. 

If SAP does deliver on its 
promise then Scope could 
open the SCM market to 
smaller companies that can- 
not afford the million dollar 
price-tag of stand-alone SCM 
products such as i2's 
Rhythm. 

“SAP could commoditise 
the low end.” says Mr Gil- 
bert This is because ERP 
vendors could Include a sup- 
ply chain module within an 
overall ERP licence for little 
additional cost. This threat 
has led i2 Technologies to 
target smaller customers 
with a factory planning 
package that, while lacking 
the features of the Rhythm 
software, sells at a much 
cheaper price - around 
$250,000. “It is the first seri- 
ous attempt to offer a fixed- 



When supply chains break down, the cost In human lives can be catastrophic. Above, a Sudanese boy 
dries himself in the sun after getting his daily wash from his mother, in Panthao, in Sudan's 
famine-strflean Bahr 0 Ghazal province. Due to logistical and political conflicts, the amount of aid 
reaching southern Sudan is not enough to turn the tide of famine, which kfiis hundreds daily -v* 


price factory planning solu- 
tion for mid-sized compa- 
nies,” claims Mr Taylor. 

The growing competition 
in the SCM industry has not 
gone unnoticed on Wall 
Street which recently 
slashed the sky-high ratings 
enjoyed by the sector. The 
blame, claim analysts, lay 
with Manugistics and Labil- 


ity. a smaller SCM vendor, 
which both reported quar- 
terly losses, while i2 pres- 
ented an uncharacteristi- 
cally cautious trading 
forecast, blaming slow sales 
on competition from ERP 
vendors. 

“SAP baa introduced 
another potential player in 
the market and that extends 


the sales cycle for all of us,” 
admits Mr Taylor of 12. 

Mr Gilbert believes the re- 
rating was long overdue 
"valuations have dropped 
back after climbing through 
the rooT - and he believes 
the medium-term growth 
prospects for the SCM indus- 
try as a whole remain as 
strong os ever. 


tHE BUSINESS WORLD: IMPACT OF THE YEAR 2000 PROBLEM • By Geoffrey Wheelwright 


T he global economy is a web 
of interconnected markets - 
when one catches a bad 
cold, they all sneeze. This point 
has been driven home forcefully 
in the wake of the financial crisis 
in many Asian countries when 
nations as far away as Canada, 
New Zealand and Australia suffer 
along with them. 

The same is true of 
corporations. When demand for 
new housing slumps in Japan, for 
example, orders for the Canadian 
lumber used to build many new 
homes also declines. And that in 
turn, hits the Canadian economy. 

And it could get far worse. 
Computer experts are warning 
that the whole Asian crisis could 
be a "walk in the park" compared 
to the prospects feeing many 
businesses in the face of the 
so-called “millennium bomb” 
computer problem (which means 
that older computer systems and 
software will mistake the Year 
2000 for the year 1900). 

As current problems in Asia 


Procrastination will be very costly 

As large companies race to solve their year 2000 problems, their suppliers could cause havoc in the supply chain 


have demonstrated, businesses 
the world over are so dependent 
on one another that if a given 
region of the world fails to act 
quickly enough to solve its year 
2000 problems, it could have a 
knock-on effect for many others. 

The same is true at the supply 
chain level. If a corporation 
ensures that it is completely year 
2000-compliani internally - yet its 
many outside suppliers, 
distributors and customers are 
not - then it could end up being 
Just as badly bitten by the 
computer “hug” as if it had done 
nothing. Take the case of the 
large vehicle manufacturer who 
finds out in 1998 that all of its 
internal systems are systems are 
year 200OcomplianL but that a 
complex problem is already 
beginning to unfold at car 


dealerships all over the world. 

The problem is compounded by 
the feet the computer systems in 
place at its car dealerships are 
starting to tell consumers that 
their three-year warranties have 
run out. The time left on the 
warranty date is calculated by 
taking the date when tbe 
warranty runs out in 2001 and 
subtracting the current date from 
it 

. When 2001 is read mistakenly 
by the computer system as “01" 
(because it is only capable of 
handling the last two digits of tbe 
date), it then subtracts “98" (the 
last two digits of 1998) and comes 
up with a negative number. As 
this number is less than zero, the 
computer then generates a 
message saying that the warranty 
has expired. 


Gary Gray, a computer 
consultant at US-based 
Information Technology 
Resources, recently explained at a 
user conference held by the 
software giant. Computer 
Associates, that even large 
corporations such as the car 
maker. Isuzu, faced this problem. 

When Isuzu initially talked to 
his company about the problem in 
1996, year 2000 solutions were a 
"hard sell" because the Y2K issue 
- as it is often called - bad not 
then received as much publicity 
in Japan as. in North America. But 
when reports of problems started 
coming in from US dealerships, he 
said that Isuzu quickly became 
keen on a year 2000 solution. 

There are hundreds of other 
examples where this kind of 
problem came from - and they all 


point to the fact that ensuring 
supply chain compliance will be 
absolutely crucial in helping 
companies survive the problem. 

According to a recent survey by 
the computer services and 
business consultancy company. 
Cap Gemini America, however, 
there are lots of companies that 
are still nowhere near being 
ready. A new survey shows that 
America's largest corporations are 
confronting significant obstacles 
as they accelerate efforts to 
address the Y2K computer 
challenge. 

The survey interviewed IT 
managers at 128 of the nation's 
most successful firms. Six out of 
seven Fortune 500 firms have now 
launched a "full-fledged strategy" 
to deal with year 2000 issues, but 
big challenges still loom. In 


percentage terms, the number of 
US companies taking action on 
year 2000 problems bas increased 
from 20 per cent to 86 per cent in 
seven months. And the same 
proportion - 86 per cent - say 
they have detailed year 2000 plans 
in place, up from 33 per cent in 
December 1997. 

Amid this burst of activity, 
however. Cap Gemini suggests 
that growing qumbers of big 
corporations are under-estimating 
costs, falling behind schedule, and 
experiencing year 2000-related 
breakdowns. “Corporate America 
is finally dealing head-on with the 
year 2000 challenge," says Jim 
Woodward, senior vice president 
of Cap Gemini and head of its 
Trans-millennium Services group. 

Turn to next page 


BUSIN ESS-TO-BUSINESS TRADING . By Geoffrey Naim 
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« Early optimism could 
eventually evaporate 


The business-to -business industry 
could remain fragmented in dozens 
of incompatible trading systems « 
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E nterprise software has 
helped revolutionise 
businesses internally 
and there is now growing 
interest in extending effi- 
ciency gains throughout the 
value chain by using the 
Internet to link business 
partners and streamline 
trading. 

Web-based procurement is 
poised to radically change 
the distribution of value 
within supply chains. Some 
observers see the Internet 
rapidly reducing barriers to 
entry in many markets and 
turning high-margin goods 
into low-margin commodi- 
ties. 

Nicholas Negroponte. 
Internet guru and founder of 
the Massachusetts Institute 
of Technology’s MediaLab, 
believes electronic com- 
merce could lead in the dis- 
appearance of distributors 
and middlemen through a 
process called “disinterme- 
diation", in which the Inter- 
net allows the middle links 
in the supply chain to be 
bypassed. 

Art Mesher, research 
director at the Gartner 
Group, says disintermedia- 
tion does poise a threat to 
inefficient extended supply 
chains but he disagrees with 
the commoditisation thesis. 
“Properly applied the Inter 
net can be used to protect 
profit margins by improving 
supply chain processes and 
strengthening trading part- 
ner relationships,” he says. 

The problem - Is knowing . 
how to start. Companies 
hoping to begin business-to- 
busincs. iB2B). trading over 
the Internet discover there is 
a plethora of ' different 
approaches: web-enabled 
versions of traditional EDI 
networks; online auctions 
and bulletin boards; and 
mainstream e-commerce 
software products from ven- 
dors such as. IBM or Micro- 
soft expanded to ' handle 
business transactions. 

For companies that have 
standardised on an Enter- 
prise Resource Planning 
(ERP) technology to run 
their business processes, 
linking suppliers and cus- 


tomers into their existing 
ERP systems might seem a 
logical way to optimise their 
extended supply chain. 

But the likes of Baan and 
SAP have been surprisingly 
slow to develop B2B prod- 
ucts and analysts caution 
they have little experience in 
electronic commerce as their 
expertise lies primarily in 
automating internal corpo- 
rate processes. 

Nevertheless, the ERP 
industry is keen to move 
int o thin pro mising market 
and in June, SAP announced 
a Busin ess -t o-Business Pro- 
curement (BBP) product that 
alms to delivers the best of 
both worlds in business pro- 
curement 



Nictates Negroponte, IT guru, 
betimes electronic commerce 
could bad to the dtasppearance 
of d te tr lbu wt B and middlemen 
through a process cafled 
■dtewtermedM Iq n' . 

BBP cuts down the time 
and money wasted cm sourc- 
ing n on-critical products, 
particular non-critical items 
needed for maintenance, 
repair and operations (WRO), 
by allowing end-users to pur- 
chase goods and services 
directly from their desktops. 

Ai the same time, the pur- 
chasing department main- 
tains the benefits of central- 


ised control and power for 
strategic purchasing 
operations. “Customers can 
achieve successful supplier 
management rather than 
juggling haphazard supplier 
relationships." says Peter 
Zencke. SAP executive board 
member. 

The system is based on 
SAP's flagship R/3 ERP prod- 
uct and combines workflow 
techniques with a Web-based 
interface that handles the 
entire requisition-to-pay- 
ment cycle from a single 
screen. 

According to the company, 
BBP can be implemented in 
just weeks, saving at least 20 
per cent in time and cost 
over stand-alone solutions. 
However, the product will 
not be shipping to customers 
until the end of this year. 

The effectiveness of pur- 
chase derisions depends on 
having a sufficiently ample 
range of products and ven- 
dors from which to choose. 
Using the Internet, a corpo- 
rate buyer can potentially 
tap a greater pool of suppli- 
ers but the technology needs 
to be kept simple and trans- 
parent. 

A small company is 
unlikely to have the time or 
resources to deal with a 
plethora of incompatible 
electronic trading systems 
imposed by its various cus- 
tomers. SAP’s BBP system 
supports three different 
approaches -to business trad- 
ing: a catalogue can be 
hosted internally on a corpo- 
rate intranet; the system can 
connect to an independent 
"content aggregator" which 
in essence creates a virtual 
marketplace where supplier 
meets customer, or the sys- 
tem can link directly into a 
supplier's web-based cata- 
logue. 

Catalogues are at the 
heart of most B2B systems 
and SAP's system can access 
a wide range of catalogues 
from vendors such as Har- 
binger and Commerce One, 
two leaders in this field. Har- 
binger. for example, has 

developed Trust edLink Pro- 
curement, a Web-based elec- 
tronic purchasing applica- 
tion which enables casual or 
expert buyers to order sup- 
plies online from a catalogue 
of company-approved ven- 
dors. 


Commerce One recently 
launched a pre-packaged cat- 
alogue to make online pro- 
curement easier. This lists 
5m items from more than 
5,000 suppliers of MRO, IT 
capital equipment and office 
supplies. MRO is an obvious 
target for electronic trading 
because existing paper-based 
processes are cumbersome 
and inefficient. 

“Large companies find it 
hard to handle the buying of 
non-production items and it 
can be as costly to process 
an order for a box of paper- 
clips as it Is for a $lOm part," 
says Zenkal Mohan, market- 
ing vice president at GE 
Information Services. 

The company's TPNPost 
and TPNRegister trading 
systems have delivered dra- 
matic savings on the sourc- 
ing of production and MRO 
goods within the companies 
that make up General Elec- 
tric group. Procurement 
varies considerably between 
industries and analysts say 
while one approach may be 
suited to a particular sector, 
such as fashion goods, it 
may be hopelessly ill-suited 
to sourcing MRO items, such 
as pencils or cleaning fluids. 

This is one of the big prob- 
lems for B2B commerce. The 
needs of individual trading 
communities are often very 
different and so it is difficult 
to build the critical mass of 
support behind a particular 
trading system. 

Some early attempts to 
build online trading commu- 
nities failed for this reason. 
In an attempt to build sup- 
port, Microsoft last year 
launched its Value Chain 
Initiative (VCD, which now 
has more than 130 participat- 
ing vendors. VCI alms to cre- 
ate integrated, end-to-end 
real-tune online transaction 
support for supply-chain 
applications. 

But Microsoft’s is just one 
of many initiatives, some 
backed by IT companies 
while others, such as the 
Open Buying on the Internet 
(OBI) Consortium, driven by 
the buying requirements of 
large customers. Analysts 
fear that if the B2B industry 
remains fragmented in doz- 
ens of incompatible trading 
systems, then B2B commerce 
is unlikely to five up to its 
early optimism. 
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serenQretnriortlVoiWCnanipi- 
onstifps, nine Dover's World 
cnstiqiG and mare than 10Q Grands 
fto. Mol to mertton three mdane?©- 
fe 500 1WE, B® LeMans 24 hour 
endurance race aid rnflcmseaitoe 
Can -Am sports raffles 



Managing Directin'. f . 

McLaren Iniercallnnat 5 


j 




"To mi consistent yai hate 
to ha* the best That's why new 
teamed ipvtiBi Canptfer Associ- 
ates.' says Ron Dams. Monagfig 
DtfrctH for McLaren WenaftnaL 
“Processing out engine and race 
dmeffi^enllyandiraeiagenoyis 
outial and CA is helping us approach 
it bi an entirely new manner ' 

Under a technology partnership. 
Ihewea McLaren Mercedes Rmula 
One Team and CA are developing an 
traiwafoe new solution that gms the 
racing team's engreers He atrtty 
to eas9y assess and analyze the 
Formula car's ptrlomanco data. 

Bu# around GA's Unicenter 
TNG“, itb program can nentathe 
telemetry data thal the race car 
transmits to the pOs wtide it's raemg. 
&Hyttmg1romtfmJtferesporBeto 
6f*0 pressure to even 8* G- forces 
exerted on a driver TNG then 
displays tte data through ns awari- 
mvang 3-D, Real World Interfax-. 

'I fas a tawrite saying, ftai s. 
to cane in second is to tie the first 
of the lasers.' says Fton Dennis. 

“At McLaren m're tterested only 
rwtortingaitweassocjieaw- 
sekes only with winning cunwaniss. 


Mdirai, we have hm wirrfeg 
companies rfwtng a common goal 
and cwranon pamashp.' 


(Computer® 

JlSSOQATES 

Software superior by design. 
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LOGISTICS ANt^HjE CHAIN 

ENTERPRISE RESOURCE PLANNING • By Tom Foremski 

A way to open up new 
areas of business 


FINANCIAL TIMES WEDNESDAY SEPTEMBER 2 1998 



ERP systems can centralise data 
within an organisation and help 
transform the business in response to 
changing market conditions 


E nterprise Resource 
Planning (ERP) has 
become a key topic for 
IT departments within large 
and medium-sized organisa- 
tions and its successful 
implementation can bring 
great rewards or nothing 
much at all. 

The integration of all man- 
ufacturing and all related 
applications for the entire 
enterprise into a single 
monolithic IT system is the 
textbook definition of ERP, 
but its actual implementa- 
tion becomes different for 
virtually each company. 
This is because ERP systems 
are not just a package of 
inter-related components, 
but a significant tool for tak- 
ing a company into new 
businesses and speed tbe 
execution of new strategies. 

This is only true, however, 
if ERP systems have been 
designed to complement the 
way a company works, or. as 
is the case more often, the 
company has agreed to 
change its way of thinking 
to accommodate the ERP 
system they have chosen. 

The ERP category is very 
broad, but market analysts 
say that it is also one of the 
fastest and largest areas of 
software and services. AMR 
Research predicts that the 
ERP market, valued at 
$l4J3bn this year, will grow 
at a compound annual 
growth rate of 37 per cent 


over the next five years, 
reaching S52bn by 2002. 

If you count related third 
party services, hardware, 
databases and networking, 
this year's $l4.Sbn figure 
becomes an ERP infrastruc- 
ture market that is worth 
more than $42bn. 

The clear market leader is 
SAP, followed by PeopleSoft, 
Oracle Applications, Baan, 
and JD Edwards. These five 
companies hold 64 per cent 
of the market in terms of 
revenue. With an EXP mar - 
ket boom of 64 per cent 
growth in 1997, some observ- 
ers have suggested that it is 
fueled by year 2000 ‘fixes'. 

Many companies have 
been installing ERP systems 
in order not to have to 
rewrite their existing appli- 
cations. But with ERP 
systems taking at least 18 
months to deploy plus addi- 
tional testing time, if compa- 
nies are buying ERP systems 
now as a "Y2K Ox”, they will 
not make the year 2000 dead- 
line and will suffer from 
leading software failures. 

Clearly, companies are 
realising that there are 
many other benefits of ERP 
that go beyond Y2K fixes. 
“Given the time it takes to 
select and implement these 
major systems, companies 
have already passed the Y2K 
deadline,” notes Tony Fris- 
cia, president of AMR 
Research. “We believe that 


most Global 1,000 firms are 
well advanced in their ERP 
deployments and will now- 
seek to extend ERP and 
related applications through- 
out their global supply 
chains.” 

These expansions of ERP 
will take three forms, says 
Mr FriscLa. ERP vendors will 
offer new applications such 
as supply chain manage- 
ment. customer support, and 
human resources. And ERP 
vendors will try to expand 
the number of licences sold 
into their installed base. 

Ten to 20 per cent of a 
company's staff now access 
the ERP system, and AMR 
predicts this will grow to as 
much as 60 per cent of staff 
over the next five years. And 
the third expansion is the 
spread- from using ERP in 
the manufacturing sector to 
virtually every type of enter- 
prise. including retail, public 
sector companies, and 
healthcare. 

ERP systems take a lot of 
' IT resources, and while 
many companies choose to 
handle the building and 
maintenance of these 
systems themselves, increas- 
ing numbers are outsourcing 
ERP. For example. Continen- 
tal General Tire recently 
signed a big ERP outsourc- 
ing contract with Siemens 
Nixdorf - some observers 
say that ERP outsourcing 
will be the next big wave in 
outsourcing, in tbe same 
way that companies out- 
sourced payroll operations 
and other IT operations. 

While ERP systems can be 
shown to provide a generous 
payback, a recent survey 


shows that not all companies 
installed ERP systems 
expecting them to save 
money on their IT costs. A 
survey of IT executives by 
Information Week Research 
showed that 11 per cent do 
not expect their ERP 
systems to pay back their 
Investments, and one quar- 
ter say their ERP invest- 
ments are more than $10m. 
That's a lot of money to 
spend with tbe expectation 
of little or no payback. 

But the reward comes in 
other forms: it centralises 
data within the organisation 
and makes it possible to 
transform that business 
more rapidly in response to 
market conditions. ERP 
systems have, in some cases, 
managed to transform 
smaller companies into 
global players and exploit 
business opportunities tbat 
would have been difficult 
without their ERP systems. 

A key issue, however, is 
the Internet, and how ERP 
systems can be Internet 
enabled. While US compa- 
nies are ahead of European 
and Asian counterparts in 
making use of the Internet 
for electronic commerce and 
for distributing information 
within and without the 
organisation, most ERP 
systems are not easily Inter- 
net enabled. 

Mark Hunter, chief execu- 
tive of Axon Solutions, 
which installs SAP-based 
ERP systems, believes that 
the focus for ERP vendors 
has moved on from the older 
argument over competitive 
advantages. “The battlefield 
has now moved to outward 



Asian factories have pioneered Wghfy organised 'just-in-time ’ production systems: above, 1,000 workers stitch uppers for Nika shoes Bi 


Ho Chi Mnh City, Vietnam. One floor below, ZJOOQ other workers are doing the sane. 

ADVANCED PLANNING * George Black 


integration, using e-com- 
merce to integrate your cus- 
tomers and their suppliers.'' 
ERP systems also provide 
companies with a foundation 
for improving their business 
without necessarily making 
any big new IT investments. 
Mr Hunter uses the analogy 
that “many ERP systems are 
like having a Porsche, but it 
is only doing 30 mph.” 

His company recently 
suggested three simple pro- 
cedural changes to a client 
“They increased the benefits 
at almost no cost without 
making a single change to 
the software.” he says. 

Within a few years, virtu- 
ally every company of note 
will have an ERP system, 
which cancels out competi-_ 
five advantages. But it is the 
way those ERP systems are 
used that will generate the 
next wave of competitive 
advantages. 


Managers rush for 
scheduling software 


'Just-in-time' 
technologies are 
now being used 
by manufacturers 
worldwide 


W! 



Productive G100 

Acceleration for demanding 
business graphics 



The business world 
moves at warp speed 

Can your PC display keep up? 

Europe. Asia, America. You need global market data - now. If the graphics 
card* inside your PC isn’t from Matrox, your display could be slow and unreliable. 

At worst you could be left waiting while your competitors dose the deal. 

For the fastest, most reliable displays, you need the world's best selling 
graphics card. The brand with twenty years of experience, it's the one blue 
chip companies like Compaq. Dell, HP and IBM choose. You need Matrox. 

Visit our web site at www.matrox.com/mda 
or call 07000 4 MATROX 



"A Matrox graphics card will accelerate 
PC performance, increase resolutions 
and colour depths and eliminate 
eye-strain caused by monitor flicker. 


motrox 


Matrox IUKJ Ltd. Sefton Park, Stake Poges. Buckinghamshire, SL2 4JS. Tel: 01753 £6 55 44 Fax: 01753 64 55 99 


hen Ford lost a 
week of vehicle 
production because 
it ran out of parts in June. It 
seemed to cast doubt on the 
value of just-in-time 
technology. 

A shortage of cheap door 
latches from a German 
supplier caused by a 
software error led to a very 
expensive stoppage at Ford’s 
Dagenham and Cologne 
plants. 

JIT technology was also 
seen by some as having 
caused the shutdown of 
many of General Motors' 
North American plants 
around the same time when 
the company ran out of parts 
during a strike. 

The Japanese JIT system, 
the origin of which is 
sometimes attributed to 
Toyota, was much discussed 
in the 1980s and hailed by its 
enthusiasts as the secret of 
producing the required 
goods of the right quality 
and quantity exactly when 
they were needed. 

Operated in Japan by the 
use of kanban cards, JIT is a 
“pull" system, that is driven 
by the producer's demand 
for parts, in contrast to 
earlier systems such as 
manufacturing resource 
planning (MRP-11) which 
were “pushed" by the output 
of suppliers. 

Designed to eliminate 
waste in over-production and 
to minimise inventory, 
transport costs and waiting 
time, JIT sounded too good 
to be true - and in some 
cases proved so. Sceptics 
warned that it was too 
theoretical and that its 
jargon of “total quality 
management" and “zero 
defects" would not easily 
translate to a real factory. 

More a manufacturing 
philosophy than a practical 
system, JIT was indeed often 
found to be too strict in its 
demands, forcing both 
manufacturers and suppliers 
to live on a knife edge. 

Suppliers who were given 
14-day rolling schedules of 
requirements in which the 
daily updates could fluctuate 
by 30 to 40 per cent, 
complained that they could 
not cope. 

As a result, the approach 


was generally modified to 
make it more practicable by 
the addition of time and 
stock “buffers" which could 
avert the risk of disruption 
in the factory. 

The recent incidents at 
Ford and GM, though they 
may indicate the pitfhlls in 
the system, are unlikely to 
undermine confidence in the 
concept, as JIT systems are 
now being adopted by 
manufacturers worldwide in 
an effort to improve supply 
chain management. 

For example, at Midland 
Industrial Plastics, a UK 
components supplier to the 
car industry. JIT has 
provided a huge competitive 
advantage, according to its 
information technology 
manager Matt Stevens. 

“Because of our JIT 
capability, we have become a 
preferred supplier to Land 
Rover, our major customer,” 
he says. 

The company is alerted 
when a vehicle comes out of 
the paint shop and within 
two hours it has 
manufactured and delivered 
the parts to Land Rover 
ready for use. The software 
for this process is now being 
adopted by JBA as part of its 
product set. 

Fast-growing 
software sector 

Now more commonly known 
as “advanced planning and 
scheduling" (APS) systems, 
this sector has become one 
of the fastest growing In the 
software market, according 
to a recent survey by the US 
consultancy Automation 
Research Corporation. 

It says the APS market 
grew by 6Q per cent last year 
and it expects APS sales to 
rise from $625m in 1997 to 
*3-8bn by 2002, as the 
take-up oE the systems 
spreads down from the 
largest producers to a much 
wider market APS has 
already taken off in the US 
and looks set to do tbe same 
in Europe, according to 
ARC. 

Tbe reason for the growth 
lies in tbe quest for better 
customer service and 
pressure on manufacturers 
by the big retailers to 
introduce new methods of 
trading. 

ARC’S survey concludes 
that the drive by retailers to 
adopt vendor-managed 
inventory and efficient 
consumer response systems 


lies behind the rapid uptake 
of APS software. 

“Enterprise resource 
planning (ERP) systems do 
not allow manufacturers to 
react quickly enough." 
argues John Watts, 
marketing manager for 
Scheduling Technology 
Group, a UK-based 
contestant in APS. 

“ERP systems make 
assumptions about average 
lead times and delivery dates, 
which do not enable them to^ 
provide the high level of l 
customer service now 
expected.” he adds. 

“Build-to-order" is the 
objective of many 
manufacturers in industries ' 
from cars to personal 
computers. The benefits of 
building to order include 
sharp reductions in stock 
and lead times to delivery. 

Mr Watts claims that the . 
APS approach has delivered 
reductions in stock levels of 
■up to 60 per cent and cut 
lead times to a quarter at 
some of his customers. 

The leading ERP 
applications vendors such as 
SAP, Baan and SSA were to 
varying degrees 
wrong-footed by their 
customers' conversion to 
APS and are now racing to 
introduce APS functions intrf 
their program suites. * 

SAP’s Scope development 
project will deliver, among 
other things, an advanced 
planning and optimisation 
(APOl product, due for 
general release in December. 

This will compete with 
leading APS vendors such as 
i2 Technologies, 

Man ugistics, Numetrix and 
Scheduling Technology 
Group, whose specialised 
products have been bolted 
on to installed ERP systems 
to provide the extra 
functionality tbat 
manufacturers want. 

SAP has had. 260 people 
working on the development 
of its AFO product in 
Germany and the US since 
September last year and 
introduced it at 15 pilot sites 
during the summer. 

Charlie Ward, head of the 
Scope initiative in the UK, 
said that APO would bring 
shortterm benefits to 
manufacturers who had up 
to now only derived 
longer-term benefits from its 
R/3 ERP suite. 

In particular, 
manufacturers will be able 
to do far more accurate 
demand planning, he says. 
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YEAR 2000 PROBLEMS 


Disruptions are expected 


From previous page 

But while large businesses 
are taking the job seriously, 
they’re running into 
difficulties and delays.” he 
warns. 

Smaller companies also 
face hefty bills - a typical 
year 2000 PC project for a 
UK company with 500 staff 
will cost more than £528,000 
(1371,000), according to the 
new Alpine report 
Karl Fielder, president and 
chief executive of the 
international software 
company, Greenwich Mean 
Time, (http: II www. gmt- 
2Q00.com). says: “Our tests 
reveal that there are 
actually five separate layers 
of each PC tbat must be 
tested and fixed: the 
hardware itself, the 
operating system, the 
software programs, user 
data, and data that is 
imported and exported." 

(See also page am news 
summary: strategic software 
partnership with Novell). 

Mr Fielder, who is a year 


2000 advfsar to governments 
in the UK. South Africa and 
Australia, says: “It's pure 
myth that the bulk of the 
cost of year 2000 readiness Is 
due to hardware. Less than 1 
per cent is spent there. 

“Based on our real world 
testing, 21 per cent of the 
cost is spent on software 
issues - and 77 per cent goes 
to resolve data issues," 

While there is still time to 
resolve the problem, 
“business owners must act 
now - procrastination will 
be very expensive.” 

■ According to Action 2000. 
the UK government’s Y2K 
advisory body, there are 
3j8m small businesses In 
Britain. 

In the US, the Cap Gemini 
survey shows that 
corporations are finding year 
2000 work unexpectedly 
costly and difficult. The 
percentage of companies 
under-estimating year 2000 
costs increased from S2 per 
cent to 87 per cent since 
December, with only 2 per 
cent describing.their cost 


estimates as “on target” 

Meanwhile, 69 per cent art 
unable to assess whether 
they will be able to adhere to • 
1999 spending projections. 

While all of that is bad 
enough, a survey says that 
US corporations relying t 
upon others to provide key 
products and services could 
be faced with disruptions in 

supply chains. Based on a 
combination of project 
progress and risk failure 
factors, the surveyftmnd tbe 
utility, transportation and 
health sectors were in tbe 
greatest danger of Y2K 
computer failure. 

If this situation does not 
improve dramatically. US 
corporations could find that ^ 
even though they an d the ir 
immediate' manufacturing 

suppliers and customers are 

in compliance, they will race a 
uncertainly In how much 
power and water they can 
obtain, whether or not they 
ran physically move their 
products to market - or even • 
offer employees proper 
health insurance. 
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unpack 

your laptop 
on the 
plane? 


The ThinkPad 600. Intel® Mobile Pentium® II processor up to 266MHz 1 ■ 3.65cm high x 30cm wide x 24cm deep 
■ 2.3kg z a High resolution, full colour 13.3* screen a Up to 4GB 3 hard drive a 32MB 4 fast SDRAM a CD-ROM and integrated 

56KB modem on all13 M screen models. St3rtifl(| dX £1,999* (inc. VAT) 
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Everything from the way fellow passengers stare when you unpack it to the way the keys feel when you press them, lets you know that 
there’s something special about this portable e-business tool. The ThinkPad 600. Its thin. It’s light. It has a big, bright, hkes screen. 
It comes with.an interchangeable CD/Floppy Disk Drive. It has full docking capability. So whether you need to talk to people or access 
information, you can. Wherever you are. Thaft the advantage of portable e-business. That's the advantage of the ThinkPad 600.. 
Find out more. Call Tanya Proud on 0870 601 0137 or visit ibm.com/pcAik/notebook/html In Ireland call 1850 22 00 33. 
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V«' y V '-lypktti tmyirg pnce tor ThmkfaiJ 600 motel 21Q. teseltef price may vary. 'MHz denoRS microprocessor interna ciodc speed only; othw factors may also affed application performance. 2.23kg is travelling weigM. With CD-ROM drive, DatlEiy anfl hard Ortva wel&hl is 2,5kg. 
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EUROPE’S NEW CURRENCY • By Geoffrey Naim 


Distribution networks 
braced for big impact 


Retailers will be forced to rapidly 
overhaul supply and distribution to 
cope with pan-European sourcing 
and more volatile demand patterns 


(ECR) that assume a highly with similar properties 


predictable demand. 


because of the perceived dif- 


The euro could lead to ferences in brands. “Brand 
more volatile demand for equity is a very big issue,” 


some products as consumers says Ralph Baer, euro con- 
will be more inclined to sultant for UK-based consul- 


! he arrival of the euro come down. 


cross borders to take advan- tancy Druid. 


tage of pricing differences. He believes brand-based 


presents European After the arrival of the According to Chris Huckle of pricing differences will sur- 


companies with a euro, Austria is just another PWC. these “arbitrage oppor- vive and prosper in the euro- 


golden opportunity to con- German-speaking country.” t unities' 


create zone, but in industries where 


solidate fragmented supply says Mr Jorgensen, who sees “unpredictable and illogical branding plays a minor rale 



and distribution networks reglonalisation based on lan- demand patterns” in prod- and whose products can be 


and create a single pan-Euro- guage as one solution for ucts whose demand has tra- sourced from a wider range 


pean market 


retailers to cope with the ditionally been very predict- of suppliers, the arrival of 


Supply chain management challenges created by a sin- able - such as canned the euro Is likely to intensify 


is still in its infancy in many gle currency zone. 


competition. “It's more chal- 


European companies, but “A retailer might want to “The moment you get a 3 lenge than opportunity for 


consultants believe the redesign its sales force or 4 per cent variation in these industries." 


advent of a single European around regions rather than demand, the retailer has to Faced with the complexity 


currency will stimulate new countries," says Mr Jorgen- start thinking seriously of tying together a patch- 
interest in using IT to rie sen. "That wil] have a heavy about r unning out of stock." work of national logistics 
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together their fragmented impact on its IT systems he says. “A 10 per cent vari- networks and IT systems, 
supply chains and create because today they are typi- ance on forecast would be a some companies wOl opt for 


In Italy, a customer pays for her breakfast In a restaurant-bar using «uro bills in the Tuscan town of Fleaofe, where euros worth LTSfaa 
(E440JXX9 were put into circulation in an extensive trial of the new money. AH the blls cfoappeared, swept up by cotiectors ap 


more efficient distribution cally different in different disaster. 


the “Big Bang" approach sen of IBM. Last year, SAP tion packages now contain 


networks. 

However, many companies 


countries," he says. 


Specialists in marketing and build a single “euro- announ ced a version of its full “euro functionality" and 


experiences in upgrading lenges of the euro. But uses 
their syst ems to the new cur- of other . systems need to 


One challenge for manu- claim the Domesday see- compatible” system to man- best-selling R/3 enterprise existing customers can 


start asking their vendors^ 
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have not yet woken up to facturers and retailers of nario can be avoided and the age their supply chain . software specifically for upgrade to receive the 


the full impact of the euro pharmaceuticals and con- euro's impact on differential across Europe. 


retailers. It also has a “con- release free of charge. 


Analysts say both SAP tough questions about euro 
and Raaw, its main rival in compliance, according to Mr 


and their vision Is limi ted to suxner goods is the current pricing minimis ed with more 
fulfilling the legal require- high price differences emphasis on branding, 
ments of the new currency between similar products They argue that consum- 


the European Enterprise Baer of Druid. ‘There’s no 


and the functions necessary sold in different European ers will happily pay more for off-the-shelf products such as the extended supply chain. 


for the dual-currency phase, countries. For example, the one product than another SAP’s R/3,” says Mr Jorgen- 
which starts in January price of toothpaste can vary 


“A lot of retailers have sumer products” version The company is also the European Enterprise Baer of Druid. Ihere s no 

bespoke systems and are that includes optimisation organising a European Mon- Resource Planning (ERP) doubt at all that there are 

now thinking of moving to planning and execution of etary Union conference this market, are well-advanced in some companies with ERP 

off-the-shelf products such as the extended supply chain. month in which pilot cus- adapting their systems to systems that cannot be mod- 
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All SAP’s current applies- tom ers will describe their handle the technical chal- ified for the euro,” he claims. 


by more than 100 per cent 


“They have not yet consid- across Europe. 


ered the impact on the sup- Once these products are 


DATA WAREHOUS1NG • By George Black 


ply chain.” laments Chris priced in euros, the pricing 
Huckle. a director at consul- differences will be much 


tancy Price Waterhouse Coo- more obvious and difficult to 
pers (PWC). “It’s just not on sustain, retail consultants 


M ore manufacturers 
will soon be better 
able to provide 
their customers with what 


their radar yet.” predict 

With the introduction of Mr Jorgensen talks of a 
the euro on January 1, the “Domesday scenario” in decent profit W cmTlcirt, tflG U j retail 6Tj IS proving 

elimination of exchange which prices converge rap- The adoption of data ware- fog ^ model for many European 
risks and costs will make idly across the eurozone, for- housing technology should , * ' * 

cross-border trading easier, ring retailers to rapidly over- make it easier for them to 1X13X1 UX3.CrilXerS Oil W3yS tO re3p 

European companies will haul supply and distribution strike the difficult balance benefits from data warphniisinp 

find it easier to source com- to cope with pan-European between offering customers ° 

ponents and sell products in sourcing and the more vola- a good service with a wide .experiment with it in the “The extended supply 
the 11 countries that make tile demand patterns created range of choice and achiev- way that retailers, hanks chain has become a very 

up the eurozone. by the greater “price trans- ing an acceptable profit on and telecom companies powerful trend in the past 


Mr Jorgensen talks of a they want - and still make a 
Domesday scenario” in decent profit 


Easing suppliers’ problems 




‘The extended supply 


“Today, it is much more parency” that the euro prom- 
cumbersome as you have to ises. 


by the greater “price trans- ing an acceptable profit on and telecom companies powerful trend in the past 
parency” that the euro prom- the operation. began to do in the late 1980s. year in this country,” says 

UK manufacturers have Chris Elliott, marketing 


ses. While manufacturers have UK manufacturers have Chris Elliott, marketing 

deal with currency fluctua- - “Companies will need to been keen to raise profits by only started to adopt it in director for logistics soft- 
tions,” says Peter Jorgensen, make a much more aggres- limiting the number of the past year and hardly any ware vendor. Manugistics. 

a euro specialist with IBM's sive use of IT to handle this options for customers, the have progressed far enough By combining informati 

retail and distribution divi- fundamental change.” he market has been dotnanrting to claim any big success. from their various enterpri 

sion. says. ever more choice. Manufac- But soon there should be resource planning (ER 


sion. 

The euro will have a pro- 


ive progressed far enough By combining Information 
i claim any big success. from their various enterprise. 
But soon there should be resource planning (ERP) 


The large food retailers turers have been slow to some important results from systems from SAP, Oracle 


found impact on supply operate today on tight mar- take up data warehousing 
chains in Europe which have gins and over-stocking is systems as a possible sola 
evolved to serve mainly kept to the minimum with tion. to this problem, 
national markets and are short supply chains and Only in the past three 
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take up data warehousing their first projects. Where and Baan. into a data ware- 
systems as a possible solo- retailers are willing to share house, retailers and manu- 
tion to this problem. information with their sup- facturers -can make it much 

Only in the past three pliers across an extended easier for people to know 
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thus ripe for rationalisation using techniques such as years have a few of the bold- supply chain, there could be what is happening in the 
once the currency barriers efficient consumer response est US producers started to very significant benefits. supply chain and thus 


supply chain and thus 
improve customer service. 

ERP systems and intranets 
can help towards improving jftg 
the flow of information In a 
supply chain, but allowing 

broader access to a data • ... 

warehouse may boost it even The US retailer, Walmart. has boosted efficiency by providing supp&ms with open access to Its data ' 
more. warehouse. Pictured here is Roger Steele, a Walmart Su percenter departmental manager, checking . 

Al astai r Sim, UK head of displays of ‘Dr EnuP bottled softdrinks n Johnson City, Tennessee ap 

product management and 

strategy for software com- This has given them a sation. that is, using mass housing systems is about to 
pany SAS Institute, argues much better ability to production techniques to be revolutionised by the 
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that ERP systems which are deliver the right quantities provide customers with entry of Microsoft and SAP, 
designed to run a business of goods to match demand, products which are designed two of the software indus- 


day by day are not well Also, it has enabled both the to their Individual require- try's leading companies. 
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suited to analysing informa- retailer and its suppliers to meats. 


tion on historical trends. cut oat many purchase Thus, someone buying a ket, as part of its Scope 

Manufacturers therefore orders, invoices and reconril- new car in the 1980s might development project, SAP t>. 

need to build data ware- iations. have been told by the sales- has recently introduced a ‘j 0 r 

houses which can perform Furthermore, suppliers man that he would ring product called Business •*.. ~ * 1 ' ? 

that task and can potentially can gain access to sales data around and try to find one Warehouse, which will into- ~ ...... 


cut out many purchase 


At the top end of the mar- 


Manufacturers therefore orders, invoices and reconril- new car in the 1980s might development project, SAP 
need to build data ware- iations. have been told bv the sales- has recently introduced a 


rnmmm 


Hm 

Co!;-... 

let 
v i 


Warehouse, which will into- 


QAD and Hewlett-Packard, the industry’s most trusted team of Enterprise 
Resource Planning (ERP) suppliers, are proud to introduce Performance PaQ, 
a comprehensive, bundled ERP solution that will dramatically improve the speed 
and agility of your organisation. 


produce huge improvements straight from the point-of- that matched the spedflea- grate data warehousing with 

sale, instead of having to tion. Today, the details its IU3 ERP system. 


LESS TIME THAN IT TAKES MOST VENDORS TO DEFINE YOUR 


REQUIREMENTS, WE WILL INSTALL A PROVEN, SCALEABLE AND FULLY- 


INTEGRATED SYSTEM THAT WILL SECURELY TAKE YOUR DISTRIBUTED 


OPERATIONS BEYOND THE YEAR 2000. 


Performance PaQ is contractually guaranteed. QAD and HP certify that the 
hardware and software configuration will achieve specified performance levels 
and QAD and its Alliance Partners, Minerva or TRW integrated Supply Chain 
Solutions (formerly BDM Largotim), guarantee the successful installation of 
MFG/PRO within 100 implementation days. The offer includes an optimised range 
of ERP systems that vary in size from 25 users allowing you to choose the 
Performance PaQ that fits your company’s exact needs. 



buy It from a market would be sent electronically SAP is hoping to persuade 
research or gan i sati on, which to a factory and the vehicle manufacturers to launch 
makes them better able to would be made to order. data warehousing projects 


makes them better able to 
respond quickly to market 
trends. 

This has proved an 


Data warehousing should after they have finished 
facilitate this sort of service work on the year 2000 date 


This has proved an by making information on problem and conversion to 
extremely successful for- stock and delivery schedules the euro, 
mula and is now being cop- available to the salesperson At the low end, Microsoft 
ied by some European retail- while the deal is being done. 


cb 


- • . 


bile the deal is being done, is entering the field with a 
ers with their suppliers. Not only will th is greatly product called Plato, a small- 

Ri chard East, a vice-presi- increase the chance of turn- scale data mart for running 
dent of the data warehous- ing a prospect into a cus- on Windows NT-based 
ing systems vendor, NCR. tomer, but the deal should sy stems . This is expected to 
says retailers have every- become more profitable push dawn prices for data 
thing to gain by sharing because of the savings In warehousing tools sharply 
information with their sup- lower stock levels and more ■ and open up the user market 
pliers and have only to cost-effective delivery chan- to many grnaTipr firms, 
break the bad old habit of nets. "Between thum , SAP and 

keeping it to themselves. Manufacturers should also Microsoft, will make data 
In the past decade, manu- gain by tightening control warehousing into a main- 
fiacturers have been trying, over production and ration- stream technology,” says 
with limited success, to alising their purchasing. Ruediger Spies, a director of 
move towards mass customi- The market for data ware- the Meta Group consultancy. 


Richard East of NCR: ‘RetaOere 
have everything to gain by 
sharing information wftti their 
8uppfiers and have only to 
break the bad old habit of 
keeping it to themselves’ 
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move towards mass customi- 


Guaranteed: Hardware sizing and performance 
Guaranteed: Application Implementation 
Guaranteed: Networking Integration 
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in efficiency, he says. 

An international survey 
by International Data Corpo- 
ration in 1996 concluded that 
data warehousing generated 
a median return on invest- 
ment of 167 per cent with a 
payback period of around 
one and a half years. 

However, it seems that 
most users do not know 
what the actual return on 
investment is, because 
according to the Data Ware- 
house Network, around two- 
thirds do not cost-justify the 
project. 

A model that many Euro- 
! pean manufacturers wQl be 
studying is Walmart the US 
retailer, which has cut its 
risks and increased opportu- 
nities for its suppliers by let- 
ting them own the goods and 
stock the shelves. 

To achieve this it has pro- 
vided suppliers with open 
access to its data warehouse, 
so that they have an up-to- 
the-moment view of how 
their products are moving in 
the stores. 
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AND THE SUPPLY CHAIN 


^ MARKET. By Geoffrey Naim 



m Suppliers offer a new range of 
■ ^'cheaper, headache-free solutions to 


vendors target 
companies 


small and mid-sized organisations 
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fter years of astonish- 
ing growth, the mar- 
■ket for enterprise 
resource planning software 
- te showing signs of cooling. 
* The industry has become a 
-victim of its own success, 
^experts believe, because 
•there are today few large 
Organisations that do not 
have ah ERP project running 
_or planned. 

,j£“With growth from their 
tradition al customer-ba^e 
flowing, the mainstream 
ERP vendors such as SAP 
and Baan hope to find new 
-revenues from smaller busi- 
. nesses that, until now, they 
have largely ignored. 

AMR, a US market analy- 
sis company, estimates there 
■ are 50,000 mid-sized manu- 
facturing sites worldwide 
that today are running old 
manufacturing resource 
planning (MRPj systems - 
the predecessor to today’s 
ERP technology. Many of 
these systems are close to 
obsolescence and if the ERP 
industry could persuade 


These needs have tradi- 
tionally been ill-served by 
the ERP industry as Spexel. 
a small Canadian paper man- 
ufacturer. discovered when 
it was looking to buy ERP 
software to run its business. 
The company needed to have 
its new system operational 
in just four months and 
invited offers from sis big 
ERP suppliers. 

“Most of the vendors 
dropped out because of the 
time constraint or because 
we were too small of an 
account,” says Eric Martin, 
Spexel’s director of informa- 
tion system development. 
Spexel eventually chose 
Baan because its ERP prod- 
uct seemed better suited to 
the needs of paper industry 
and got the systems r unnin g 
in just ll weeks. 


A 


long with many 
smaller companies, 

Spexel uses Intel- 
based servers and the Win- 
dows NT operating system 

, to run its business instead of . 

their owners to upgrade to the more costly Unix 13.400 installations it had at Supply Chain 
ERP, AMR predicts it would systems favoured by larger the end of 1997 were in com- 


grated and ready to run, 
right out of the box.” 

These product ‘'bundles" 
attempt tD take many of the 
headaches out of choosing, 
installing and configuring 
ERP systems by providing 
SMEs with pre-tested combi- 
nations of software and 
hardware from vendors such 
as Compaq, Digital and HP. 

Customers can choose 
from SQL Server. Oracle or 
Informix databases and Win- 
dows NT or Unix operating 
systems. 

Baan last year created an 
indirect sales channel to sell 
its products to SMEs and 
complement its existing 
direct sales force, which only 
sells to larger customers. In 
its most recent quarterly 
results, Baao reported 
almost ?100m of direct sales 
compared with indirect sales 
of S33 hl Analysts say reve- 
nue growth in Baan’s indi- 
rect channel has so Ear been 
disappointing even though it 
has adopted one of the most 
aggressive strategies to 
attack the SME market 

It is not alone. SAP, the 
industry leader, claims half 
the installations of R/3. Us 
best-selling ERP product are 
now in SMEs. A third of the 


its AS/400 customer-base. 

SSA is another mid-range 
ERP vendor traditionally 
strong in the AS/400 market 
but it has been less success- 
ful in making the transition 
to Lhe newer platforms and 
reported flat sales and a loss 
in its last quarter. 

The mid-range ERP mar- 
ket has suddenly become a 
lot more competitive and at 
first sight tbe big vendors 
seem well-placed to extend 
their dominance into this 
arena. However, analysts 
warn that while SAP and 
Baan have strong product 
ranges, they have little expe- 
rience of selling to the SME 
market and lack the indus- 
try focus and customer loy- 
alty that the smaller vendors 
have built up over the years. 



The man wtto started it alt Tim Berners-Lee, inventor of the World Wide Web, pictured In hto office at the Massachusetts Institute of 
Technology. Among the hundreds of business applications for web technology is the increasing use of web-based EDI 


EXCHANGING DATA: WEB-BASED EDI. • By Nuala Moran 


At last, a low-cost solution 


Smaller companies can 
now afford to use 
web-based EDI in 


generate fresh revenues of 
$15bn to $20bn in application 
software and related services 
over five years. The problem, 
however, is ERP software 
has a reputation as a com-, 
plex technology that only 
the biggest companies can 
■■ afford - manufacturing 
giants such as Boeing and 
Ford are classic ERP users. 

Time and money are often 
in short supply in small and 
mid-sized enterprises (SMEs) 
-and ERP projects have a rep- 
.. utatlon for consuming large 
' quantities of both. For big 
organisations with multiple 
sites, ERP software licences 
can be very costly while pro- 
jects may grind on for sev- 
eral years. Smaller compa- 
nies balk at the expense mid 
commitment Involved , in tra- 
. . ditional ERP systems but are 
vTceeittO use the technology if 
^cfaiy -it-twuld be tailored to 
their more modest needs. 


ERP customers. Analysts see 
the growing maturity . of 
Windows NT as an “enter- 
prise” operating system as 
one of the most important 
factors driving the low-end 
of the ERP market In the 
past year, Baan has seen the 
share of ERP licence sales 
that comes from PC-based 
systems running Windows 
NT rise from 5 to 35 per cent 

“We continue to see a 
growing migration of cus- 
tomers to the Microsoft Win- 
dow NT platform," says Tom 
Tinsley. B aan ’s chie f execu- 
tive. Earlier this year, Baan 
unveiled a strategy to attack 
the SME market with pack- 
aged ERP applications that 
run on a variety of hard-, 
ware, operating systems and 
databases. 

The aim, according to 
Baan. is to provide smaller 
companies with a "complete 
solution that is fully inte- 


panles with revenues of less 
than $200m and only 17 per 
cent were in big global enter- 
prises with turnovers of 
more than $2.5bn. Like Baan, 
it has created ERP "bundles” 
to make it easier for SMEs to 
use R/3. 

Most of the big-name ERP 
vendors have their sights set 
on SMEs, much to the 
annoyance of the many less- 
er-known ERP vendors that 
have traditionally had this 
market to themselves. 

One such is JD Edwards, 
comparable in size to Baan 
but not so well known. It has 
traditionally specialised in 
ERP systems designed for 
IBM’s mid-range AS/400 com- 
puter - a favourite system 
for mid-sized companies that 
is now showing its age. 

JD Edwards recently 
launched a new range of 
Unix and NT-based products 
but win continue to support 


integration 

T 


radjtkrapl electronic data 
interchange (EDI), in which 
trading Information such as 
orders and invoices is transmitted in 
an open format across secure, 
privately managed networks, is 
being replaced by web-based EDI in 
which secure messages are passed 
over open networks. 

This shift is p.nahling smaller 
companies, previously deterred by 
cost and complexity, to join 
electronic commerce networks, 
allowing direct communications 
between suppliers and customers 
regardless of geography, and making 
it possible to rationalise the supply 
chain by cutting out distributors. 

Roger Till, chief executive of the 
Electronic Commerce Association, 
says web- based EDI “will 
unquestionably be an important 
driver," in reducing costs in the 
supply ebain. 

1 “It is low cost - and it is very easy 
for small and medium-sized 
companies to get into,” he adds. 


Highlighting the difference in cost, 
David Cullis, managing director of 
Rewill Electronic Commerce, a 
supplier of electronic commerce 
software and services says: Tn the 
past, the expense of traditional EDI 
solutions, which can cost anything 
up to £10,000, has restricted their 
take-up.” 

Now, he says, even the smallest 
c ompanies ran trade online using 
Internet-based services such as 
Ke will's Xtra Trade. “For only £250 a 
year, organisations will be able to 
exchange catalogue information, 
orders, invoices, advance shipping 
and sales information, with multiple 
retail trading partners. 

One of the 'companies using Xtra 
Trade is the long-established UK 
department store group, Bentalls. 
Sarah Roper, operations director for 
the group, says: "We have been 
using traditional EDI with a limited 
number of suppliers for some time. 

"However, take-up of this 
technology has been relatively slow 
as something like SO percent of our 
suppliers are small businesses which 
don’t have the resources to invest in 
EDI software and trading costs.” 

Ms Roper cites three reasons why 
adopting Xtra Trade will enable 
Bentalls to build its electronic 
trading community: "First, it is low 


cost, at a connection fee of £21 a 
month," she says. 

Second, it offers a comprehensive 
range of messaging options. "We are 
particularly keen for suppliers to use 
Xtra Trade to build electronic 
catalogues, which will significantly 
reduce the data processing burden 
and guarantee the accuracy of 
information from both sides.” 

Finally, because Xtra Trade is 
based on open standards, multiple 
retailers can benefit, avoiding 
significant duplication of effort 

Bentalls is now working in 
collaboration with rival store groups 
Allders and Selfridges on an 
awareness and education 
programme to encourage small and 
medium suppliers to trade with 
them via the Xtra Trade service. 

A similar initiative is under way 
among UK supermarkets, with 
moves to create a shared web-based 
EDI network. “Given that 
supermarkets have so many 
suppliers in common. If you want to 
optimise the supply chain, then 
using the Web is the only way to 
go," says John Lister of ASDA. 

"It is unreasonable of 
supermarkets to demand that every 
supplier has a different way of 
dealing with them." 

One large supplier who concurs 


with this view is David Laing, 
logistics and management systems 
director of CCL Custom 
Manufacturing, which fills and 
packages aerosol and liquid goods 
ranging from household cleaning 
agents to personal hygiene, 
pharmaceutical and automotive 
products for large companies 
including Unilever. Proctor & 
Gamble and Bristol Myers Squibb. 

Some suppliers are forced to use 
different PCs, each configured 
separately, in order to meet the 
different EDI protocols used by their 
customers, he says. 

CCL is now using the open 
standards of the Internet to give 
customers and suppliers access to 
supply chain information. "At any 
time, a customer will be able to drop 
into our web page and view their 
order status. Equally, our raw 
material suppliers will be able to 
download our planned production 
schedules and see how they need to 
realign their own production plans. 

The days of posting production 
schedules on hard copy and disc will 
soon be over." 

In recent years, large companies 
have cut costs out of their supply 
chains by restricting tbe number of 

Turn to next page 
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California Information 
Technology Investment 
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Where over 50 selected California IT companies 
present their business plans, technologies, partnering 
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visit the Cal-it web site: 
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for the '98 programme 
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• E-Commerce and Security 




Presenting Companies 


CafelSoUwie DjgfilPBGOH 

(Ms EnantoffebYOls 

Chnxt RoattRse Networks 


Pfbnd 


NetrooBoO 
OMdSKfttti 
DAive! kdnstttgcs 


Berkeley Hehnris fyteSwce Mtesbcatmleclnaiogy Breup ItalnstkHnmuK^OQS Panto: 

BasPfljqlin Saltae DigfodlasltfU -bnaa ffiMraCommancstwc Ptrepeaa 

BraaUtUDbQh Software QgtflfesM Wan ■ pfejeo Cwrenoiiicalions Portal Sotean 


PRAIA 

SentemHefcrate 
Stwrati Sysems 
Shnti Tatowi^es 
Staritox 


Veriton 


Vertical Hflcwte 
Vanity 

WtefeCommnitfira 

WoridRes 

Xooro 

'EM 


BOOKING FORM 


... ALL ENQUIRIES TO 
i” CAD OCEAN INTERNATIONAL CONFERENCES 

- -» -<mTel: +44 171 336 8710; Fax: +44 171 336 8703 
i . . 7 • Email: c»l--ft®a«to 9 an-^nf-ca.uk 
, . A or complete tfreYo nn below sod post to 

C:‘; ;''ri7-OiwterhoiiMStreet 1 -London , EC1M BAA 




JMTrnj: 


/ r'fefWL 


j Please send me the roll programme. 

□ Please book ptace(s) at £795 

+ VAT@17.5«Sb £139.13 = £934.13 per delegate. 
Cheque made payable fa - 
Cadogan International Conferences Limited, 
Phase charge my Visa/Mastshcard No: 

(No Other tonfc sr r r y ftf 

:~rri~nTiT.m 






I SitawvM 

i ImuiirdonaHordml 
! EXIWY DAIE 


, V.S? 

{ 

L. 1 


i Caro jinaiG aspbess ii* from <^tj 


ra 



Nothing should come between you 
and your mission-critical information 


From accounts through to stock control and on The road with sales, 
different users need to access mission -critical data in a way that suits 
them to maximise produttMty.Yet with man* legacy systems this can 
be difficult to provide. 

Evolving 

With 50 many differing user requirements, the challenge today is not 
just in providing access to the host, but m managing that access » delwer 
the right information to the right people in the right format. VVfe call thus 
host duress management and, fortunate!* *ve have the answer. Whether 
you require terminal emulation for power users, secure web-based 
arrre for customers or. in fact, any point in between, we can deliver. 

Best of all your current investment m legacy systems needn't be affected. 

the way 

you manage 

For more informabori on how you 'can evolve the war you manage 
access to your legacy systems, visit wvrw-artaehmate .co-u k or call 
us on 01 IB 989 039a 

host access . 

Web-to-bost » Desktop management • Terminal emulation 

=Attachmafe. 

The Advantage of Information 
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CASE STUDY: INTERNATIONAL BOOK DISTRIBUTORS • By Philip Manchester 

Service levels enhanced 
as sales rise ten-fold 


In managing a site with 23 million 
books, IBD is holding its own in an 
increasingly competitive market by 
using its IT systems to the full 


I nternational Book Dis- 
tributors (TBD), a UK 
subsidiary of the US Via- 
com group, has seen its sales 
volumes increase by ten-fold 
in the last five years - but it 
bas managed to achieve this 
extraordinary growth with 
only a fourfold increase is 
staff. 

In 1993 it operated its pan- 
European distribution activi- 
ties from an 86,000 sq ft 
warehouse stocking some 
3.5m books. Now it runs a 
210,000 sq ft site managing 
23m books - with the pros- 
pect of a continuing increase 
in volumes. The company is 
currently in the process of 
being taken over by the 
Pearson Group. 

Inevitably, IT has played 
an important role in keeping 
control of the rapid expan- 
sion of its business at the 
same time as holding staff 


levels and costs down. With 
a current annual growth 
rate of 30 per cent in its busi- 
ness - and limited resources 
- IBD is keen to exploit its 
IT systems to the full. 

At its Hemel Hempstead 
headquarters, IBD runs an 
IBM AS/400 commercial 
package called TMS Book- 
master to handle order pro- 
cessing and accounting. 

The package is connected 
to the warehouse at Lutter- 
worth in the Midlands via a 
dedicated kiiostream link. 

“The sales orders are fed 
into the TMS application and 
then sent to our warehouse 
management system to pick 
and pack the stock for ship- 
ment." explains Keith Clark, 
IBD’s inventory manager. 

IBD uses Acacia Technolo- 
gies' Warehouse Boss pack- 
age to cope with the highly 
complex business of manag- 



Th# flexibility of IBD's fT applications is the key both to Improved 
service and better warehouse organ isa tion. The system gives the 
company complete control around the warehouse 


ing its warehouse and stock. 
The package - chosen 
because it runs on tbe A Si 
400 computer - links directly 
to the TMS order processing 
system. It also lets IBD han- 
dle the distribution activities 
of third-party suppliers: “We 
use electronic document 
interchange (EDI) links 
through TMS to several 
organisations which bandies 
billing and orders. But we 
can also plug clients straight 
Into tbe Warehouse Boss sys- 
tem to speed up distribution 
of the inventory we hold for 
them. With VIE. for exam- 
ple. we provide full real-time 
ordering and delivery." says 
Mr Clark. 

In addition to managing 
the growing volume of sales 
- at peak times IBD can ship 
over 2.8m books hr a single 
month - Mr Clark says that 
the company has managed 
to improve customer-service 
levels. 

It operates two delivery 
services via Securlcor 
Omega in the UK, for exam- 
ple. The Hotline service 
requires despatch on the 
same day as the order - with 
delivery the following day. 
The normal delivery service 
ships books within two days 
and delivery within three. It 
also promises guaranteed 
delivery within five days to 
all EC countries. 

T he improvement in 
service bas been 
recognised by an 
upgrade in IBD's ranking by 
the Committee of University 
Book Sellers (Cubs). Three 
years ago. IBD was ranked 
18th - now It is ranked 5th 
by Cubs and is rated as one 
of the companies which has 
improved fastest 
The improvements in its 
distribution network have 
also been recognised by the 
book trade. A growing num- 
ber of third parties - includ- 
ing publishers of books on 
computers and for children - 
are now using its distribu- 
tion services. 

Inevitably, third party 
organisations have different 
requirements and IBD's IT 
systems must be able to han- 


dle these. Some third party 
stock is controlled alongside 
IBD's own stock and some is 
operated as separate "logi- 
cal'' warehouses. 

"Without the warehouse 
management system we 
would not be in the position 
we are in now and certainly 
would not attract important 
third party companies," says 
Mr Clark. 

The flexibility of its IT 
applications is the key both 
to improved service and bet- 
ter warehouse organisation, 
adds. “Our system gives us 
complete control around the 
warehouse. We can optimise 
our picking lists to save 
time. And we can also con- 
trol where we put stock. We 
can be sure that we put it in 
tbe right place first time 
round - saving us time and 
effort in relocating books." 

Flexibility extends to the 
way the system operates - 
enabling IBD to make 
changes in the way it works. 
“We don’t have to spend sev- 
eral weeks carrying out a 
stock check on 23m books. 
We cycle count at random 
on a dally basis - which is 
effectively giving us a twice 
yearly stock check. More 
importantly we can change 
the rules which govern the 
way we work easily without 
having to ask programmers 
to do it for us." 

IBD can control all stock 
movements in the ware- 
house through the Ware- 
house Boss package. This 
includes automatic replen- 
ishment of stock to meet 
customer orders and 
changes to workflow in the 
warehouse. It also enables 
IBD to make the best use of 
its warehouse space - 
despite the continued 
growth in its business. 

“We have to keep on find- 
ing more space for more 
products - and automation 
is the only way we can do 
that effectively," says Mr 
Clark. 

IBD is holding its own in 
an increasingly competitive 
market and has shown that 
its IT systems can enable it 
to keep up with interna- 
tional rivals. 
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More books wrive at IBD's 2KL00Q sq It warehouse at Lutterworth. At peak times, IBD can i 

MOBILE DATA. • By Christopher Price . 

Era of super scanners 


more than SL8m books a month 


T he industrial market 
for hand-held comput- 
ers sometimes appears 
to be the poor cousin of its 
more innovative consumer 
side. 

While the latter grabs the 
headlines with products car- 
rying more features, having * 
better integration and slin- 
kier design, tbe industrial 
market pales in comparison. 

Roger Goscomb. a logistics 
and telecoms consultant 
with CMG, the UK software 
and systems group, describes 
the products for the indus- 
trial market as '“very dull" 
and in need of modernisa- 
tion. 

“There are too many com- 
panies still reliant on expen- 
sive proprietary systems for 
their logistical require- 
ments." he says. 

Geoff Kell, sales and mar- 
keting director for Psion 
Industrial, which manufac- 
turers hand-held computers, 
says'. “The commercial mar- 
ket for hand-held terminals 
is definitely more conserva- 
tive than the consumer mar- 
ket “For example, there are 
very few 32-bit machines 
operating in industry, 
whereas on the consumer 
side its becoming standard." 

However, with technology 
playing an ever more inte- 
gral role in companies’ abil- 
ity to remain competitive, 
developments in the Indus- " 
trial hand-held market are 
beginning to make their 
mark. Users, too, are begin- 
ning to be more responsive 
to new technology. 

Tony Wilson, marketing 
manager for the interna- 
tional operations of Symbol, 
the US hand-held devices 
group, believes advances in 
bar-code technology will 
greatly enhance the capabili- 
ties of scanning devices. 

Two-dimensional bar-cod- 
ing, which enables 10 times 
the amount of data to be 
stored in the strip, has been 
slow to be taken up by logis- 
tics companies. Mr Wilson 
believes this is partly due to 
conservatism to new ideas, 
but also because of cost 
However, with prices 
beginning to fall, Mr Wilson 
believes "two-dimensional 
bar-coding is really begin- 
ning to take off. It will allow 
a customer to integrate 
much more data with a 
pretty sophisticated data- 
base." 

Symbol has used the 
two-dimensional barcode as 
the basis for an integrated 
solution for City Link, the 
UK parcel delivery group. 
The problem for City Link 
was in keeping track of the 
progress of packages once 
inside the delivery system. 

This applied mainly to 
business generated by the 
group’s regular customers 
who were supplied with soft- 


WEB-BASED EDI 



The new TeemPAD 7100 from Fujitsu tCL can be used for supply 
chain management logistics and retail applications. Features 
include a touch-s cre en, integrated barcade scanner, plus 
easy-to-use radio communications and a 32MHz processor 


ware to produce their own 
paperwork and bar codes. 

■ Establishing computer- 
based communications 
between City Link depots 
and the group's regular cus- 
tomers was deemed too 
expensive. 

Instead, it has adopted 
two-dimensional bar codes. 
This has allowed regular 
customers to incorporate 
much more detailed informa- 
tion on their parcels - and 
allowed City link personnel 
equipped with Symbol 
PDF4804 scanners to monitor 
them at any stage of their 
Journey. 

One application being 
examined is to include data 
on a parcel's weight in the 
bar-code. This would help In 
the fight against pilfering 
from packages, since the 
weight could be checked by 
the scanner again at any 
stage. 

A function being increas- 
ingly adopted through the 
hand-held industrial market 
is pen-enabled screens. 
These allow the user to 
input and access data with a 
pen to the screen. They pro- 
vide much more flexibility in 
a work situation, plus they 
have the added advantage of 
not needing the user to have 
keyboard skills. 

At this year's giant CeBIT 
trade fair in Hanover, Ger- 
many. the latest develop- 
ments in the industrial mar- 
ket were on show. Symbol, 
for example, unveiled a new 
range of hand-held products 


based on the Palm Pilot. 
3Com’s successful stylus- 
based computer. 

Another theme much in 
evidence was ergonomics, 
.with models becoming 
smaller and easier to cany. 
Symbol unveiled its 
PDT6100, which Mr Wilson 
describes as “our smallest 
and lightest scanner to 
date." 

Psion introduced updated 
versions of its Workabout 
range, which included mod- 
els with enhanced scanning 
capabilities. As interesting 
were the extensions to the 
range provided by third 
party developers. 

For example, ID Systems. 
Blackroc Systems and Deis- 
ter have developed applica- 
tions which enable Radio 
Frequency Identification 
tags - increasingly popular 
in warehouse inventories - 


World network of 
2,500 suppliers 



Psion has introduced updated versions ot its Workabout range, 
which Included models with enhanced scanning capabStiea 


From previous page 

suppliers with which they 
deal. Web-based EDr could 
reverse this trend without 
pushing up costs. 

Nuovo Pignone. of Flor- 
ence, Italy, which manufac- 
tures turbines, compressors 
and other heavy machinery 
sources 70 to 80 per cent of 
its supplies from 300 compa- 
nies. However, the company, 
a subsidiary of General Elec- 
tric, bas 2.500 suppliers - 
and these are scattered all 
over the world and range 
upwards in size from two- 
person machine shops. 

Formerly, Nuovo Pignone 
had a traditional EDI net- 
work for trading with its 
large suppliers, but no elec- 
tronic trading links with the 
2,000-plus smaller ones. 

The company has now 
installed an extranet, allow- 
ing smaller suppliers to deal 
electronically via the Inter- 
net while larger suppliers 
still have the option of tradi- 


tional EDI over a value 
added network. Smaller sup- 
pliers have access to the 
same features as traditional 
EDI. without the start-up 
costs and with none of the 
complexities. Nuovo Pignone 
can track the activities of its 
suppliers, and at the same 
time give them access to sen- 
sitive data. 

Impact 

Simon Harrison, associate 
director of the transport and 
logistics division at the IT 
services company, CMG, 
says web-based communica- 
tions will have a profound 
effect on supply chain inte- 
gration. 

“Applications that could 
benefit include fleet manage- 
ment, distribution schedu- 
ling, just-in-delivery, auto- 
matic reordering systems, 
proof of delivery, on-line pri- 
cing, regulations and specifi- 
cations and the centralisa- 
tion of documentation." 
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to be read. 

Psion also demonstrated 
its Vehicle Interface Cradle, 
a dashboard docking unit for 
vehicular monitoring. 
Among a range of modules 
to go with the VIC are facili- 
ties for satellite tracking via 
Global Positioning Systems, 
which enable the vehicle to 
be located by its office or 
depot. 

There is also Vehicle Data 
Acquisition technology, 
which allows the input of a 
variety of data about the 
vehicle's performance. The 
additional knowledge this 
provides to fleet manage- 
ment “can lead to massive 
savings", according to 
Psion’s Mr Kell. 

The company has recently 
signed an innovative con- 
tract with Blick National, 
the UK security systems 
group. The £500.000 two-year 
deal also involved Three X 
Communications. the 
systems integration group, 
and RAM Mobile Data, the 
radio network company. 

Previously. Blick offices 
would be the location where 
customers rang in their 
orders and Blick engineers 
were in contact to receive 
them. 

This led to congestion, as 
well as time wasting while 
engineers waited to get 
through to their offices. 
However, using the Worka- 
bout and the RAM radio net- 
work, engineers are able to 
access the group’s central 
computer to transmit their 
daily call lists. The computer 
can then be used for real- 
time messaging, which is 
useful for arrival times and 
spare parts used. 

Blick believes it will save 
£50.000 a year in communica- 
tions costs by phasing out Its 
mobile phones and pagers, 
and a further £100.000 a year 
in vehicle running and fuel 
costs. 

It is developments such as 
these which lead some in the 
industry to be more optimis- 
tic that industrial band-held 
computing is shaking off its 
dull image and beginning to 
play a far bigger role in 
many organisations. 
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"APL’S WORLDWIDE SALES FORCE NEEDED A POWERFUL CUSTOMER 
INFORMATION SYSTEM TO MANAGE OUR GLOBAL ACCOUNTS SUCCESSFULLY 

APL, a leader in container transportation and Logistics services, wanted to increase its team selLing 
efforts in order to win and manage global accounts. That's why APL chose SiebeL, the leader in 
Enterprise Relationship Management software. With SiebeL Sales Enterprise™ APL sales professionals 


from around the world share up-to-the-minute customer information that spans languages and time 
zones. The results? Truly collaborative selling and incredible productivity gains. To learn how Siebel 
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can drive your global success, call +44 (0)1784 898403 or visit us at www.siebel.com. 
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SECTION TWO: ; MAXIMISING SALES 


Campaign managers 
sharpen up their act 


New software solutions help 
companies to target potential 
customers and follow through to 
win results in the marketplace, 
reports Rod Newmg 


M any companies are 
building customer- 
oriented data ware- 
houses to gain competitive 
advantage. They use them to 
analyse buyers' choices, seg- 
ment their market, target 
prospects more closely and 
predict buyers' behaviour. 
There has long been talk of 
linking the data warehouse 
to operational systems, but 
with little real substance so 
far. 

However, users are begin- 
ning to see how data ware- 
houses can be linked to cam- 
paign management software 
to provide an automatic 
two-way information flow. 

Companies have been 
building data warehouses for 
ten years “as something on 
the side," says Arthur Par- 
ker. vice president for IBM's 
global business intelligence 
solutions. “They took a snap- 
shot of data, analysed it and 
this influenced some of the 
marketing decisions they 
took. However, you need a 
strong structure to use the 
information in an opera- 
tional sense." 

IBM has just announced 
an agreement to include 
Exchange Applications' 
Valex campaign manage- 
ment software in its Deci- 
sion Edge vertical marketing 
solutions. NCR. another high 
end data warehousing spe- 
cialist. already has its own 
Automated Individual Mar- 
keting Sales (AIMS) product 
that performs a similar func- 
tion - see also the data ware- 
house report by George Black 
in the section on logistics, 
page 8. 

The link between the data 


warehouse and the cam- 
paign management software 
allows the marketing depart- 
ment to build a system that 
focuses on events, not 
merely analysing data. “A 
customer transaction could 
act as a trigger to an auto- 
mated pre-planned personal- 
ised campaign," says Mr Par- 
ker. “It is more sophisticated 
than just using the data 
warehouse to plan a mail 
shot And it unlocks some of 
the potential within it” 

Wider trend 

The integrated approach 
being taken by IBM and 
NCR is part of a wider trend. 
Vendors such as SAS. Prime 
Response, Epsilon and 
Acxiom are also building 
“end-to-end marketing solu- 
tions,'' says PhD Hulme, a 
senior consultant in the cus- 
tomer value management 
group at KFMG Management 
Consulting. 

These systems allow users 
to identify target groups and 
follow through to win results 
in the marketplace, creating 
a. virtuous circle of know- 
ledge management 

"Ready-built solutions are 
ideal because integration 
involves many tedious pro- 
cesses. It was once very hard 
work for user organisations 
to achieve this.” adds Mr 
Hulme. “Brann Viper is also 
popular for achieving a simi- 
lar effect with just desktop 
data." 

Even without a data ware- 
house, campaign manage- 
ment software is becoming 
more important. “As market- 
ing departments segment 



Sales and 
marketing 


Here and on the 
following four 
pages, FT writers 
focus on the 
growing role of IT 
in the marketplace 


their market into a series of 
smaller areas, the annual 
campaign is being replaced 
by a different one each 
week,” says Gareth Hersbel. 
research analyst for technol- 
ogy-enabled relationship 
management at the Gartner 
Group. 

“Marketing teams have to 
be more efficient in running 
each campaign, so they need 
more technological support 
and better applications.” he 
says. "The latest software 
from vendors such as Prime 
Response and Intrinsic is 
much more powerful and 
user-friendly than previous 
versions.” 

These campaign manage- 
ment systems need to work 
in conjunction with the con- 
fusingly named sales force 
automation packages. The 


MEDIA EVALUATION • By Mark Vernon 


Key role for IT in 
the marketing mix 


Electronic analysis helps public 
relations companies to closely assess 
the value of printed reports 


W ords in print have 
been analysed ever 
since Caxton 
invented the press. In 
fifteenth century Sweden, 
the appearance of the 
heretical "Books of Zion" led 
to an assessment of their 
religious orthodoxy in 
probably the earliest attempt 
at media evaluation, upon 
which the lives of the 
publishers turned. 

Yet even in today’s world 
of media sophistication, the 
means of assessing the value 
to a company of news pieces, 
articles and features, often 
rises little above the 
measurement or column 
inches or the size of a 
headline. 

"Given the increasing 
amounts of money that is 
spent on this kind of public 
relations, which runs into 
billions worldwide. It is 
remarkable that PR 
companies remain so crude 
in the justification and 
targeting of the spend." 
comments Adam Briggs, 
senior lecturer in 
communications at the 
London Guildhall 
University. 

But as organisations 
become less convinced about 
the benefits of expensive 
mass advertising, the PR 
industry should be in a 
position to offer a more 
refined alternative in its 
stead. But to do this, it must 
become more accountable. 

As Jackie Elliot, chairman of 
PR trade association, the 
PRCA. says: "If we fail to 
grab this issue, we will not 
be able to capitalise on the 
opportunity. Somewhere 
between the jargon-rich 
world or adkmd and the 

data- rich world of direct 
marketing there are metrics 
to be established for PR." 

But the question is how T 
Part of the answer will be 
found In leading edge 
information technolog)'. 
Although the trained human 
brain is currently the best 
assessment tool available, 
improvements in computers, 
notably with neural 
networks, should make 
technolog)’ increasingly 
valuable to the task over the 
next five years. By then, 
software sophistication, 
backed up by sheer 
computing power, will be 
able to Imitate all the 
nuances of “message" 
interpretation.Perhaps the 


most important 
breakthrough is in the 
extension of analysis from 
numerical data to text 

PR is nothing if not the 
management of human 
reactions, though this is all 
about intangibles such as 
“the feel" of an article or 
comment. International 
Business Machine's text 
mining solutions provide one 
example of how technology 
is now beginning to cope 
with analysis at tins leveL 
Charles Hout, IBM's 
manager of text mining 
solutions, explains that two 
elements are crucial if 
computers are to 
"understand" linguists: 
morphological and semantic 
analysis. 

The first comprehends the 
text in terms of grammar. 
The second analyses the text 
In terms of rules established 
according to the task at 
hand. 

“We are able to study the 
degree of satisfaction that 
customers or commentators 
have with a product or 
service. This not only treats 
words in isolation, but looks 
at the structure of sentences 
and inflection. Further, 
modem analysis algorithms 
are targeted at specific 
business issues so that they 
deliver results which are 
directly applicable." 

E lectricity de France, 
the large utility group, 
has used IBM’s 
solution to study public 
perception of its electrical 
car and nuclear power 
development programmes in 
press reports. 

Formerly, the assessment 
of hundreds of articles was 
carried out manually by an 
analyst. But the advantages 
of automation are not just 
seen in terms of time: 
consistency is improved, too. 

There is the basic matter 
of human tiredness, but 
more interestingly the 
techniques refine the 
iterative character of 
analysis, so that as the 
sample is processed, trends 
that develop are able to be 
reflected back on the earlier 
analysis already carried out 
Further, in combination 
with public opinion surveys 
the company has been able 
to assess how the 
journalists' angle is 
interpreted by the reader - 
dealing with the so-caJled 


semiotic gap, the difference 
between the declaration and 
reception of a marketing 
message. 

It is not just in the area of 
PR that rr contributes to 
enhancing the ingredients of 
the marketing mix. Properly 
implemented, data mining 
tools can be applied to draw 
out multifarious 
correlations, patterns, and 
trends from the large 
amounts of data held in 
corporate repositories. These 
tools make the information 
accessible to even relatively 
“non-IT literate" marketers. 

However, there is also a 
danger of a backlash if 
companies treat expensive 
IT as an ill-considered 
panacea to their marketing 
woes. “A good number of 
companies have invested in 
an operational database 
system, such as a card-based 
system, without building up 
the strategic framework that 
allows a company to benefit 
from the information 
collected." observes Tanya 
Bowen. STS’s database 
marketing consultant. 

“Benefits are enjoyed 
when a marketing database 
is used as a customer 
information tool - and not 
exclusively as a marketing 
tool." she says. 

Her point is that database 
marketing will not deliver 
fully if it is only used within 
direct marketing. But as a 
customer information tool, 
on the other hand, it can 
provide a company with a 
deeper understanding of 
market shifts and customer 
trends, to which PR, for 
example, can respond. 

For the PR industry itself, 
Merlin Stone, professor of 
marketing at the University 
of Surrey, returns to the 
issue of accountability. It is 
here that IT might deliver its 
next benefit, since - as has 
been pointed out - PR needs 
means to measure its 
efficacy. 

“This will come with the 
ability to score how a PR 
campaign has succeeded,” he 
says. “But whether 
companies will find PR 
worth while is then another 
question entirely, depending 
very much - 1 suspect - on ' 
the company and industry 
concerned." 

And remember just 
because the chief executive 
sees his picture on the 
business pages of his 
favourite daily, does not 
mean it is useful coverage 
for the company - though it 
might increase the PR 
budget next year. 


sales process itself cannot be 
automated, but the software 
acts as an enabler to support 

better ways of working for 

the sales force and gives 
them more effective means 
of dealing with customers, 
says Stuart Penny, founder 
of software vendor Inte- 
grated Sales Systems. 

“Big changes can be made 
by jointly harnessing the 
power of people, technology 
and processes," he says. 

Globalisation is now a key 
issue in the marketplace. At 
KPMG. Mr Hulme says: “Our 
clients have very large cus- 
tomer base, operating in a 
wide range of countries and 
locations. Vendors such as 
Vantive have an advantage 
because they have a world- 
wide infrastructure that can 
support a big roll-out.” 

Software vendors are 
expanding, consolidating 
and integrating with enter- 
prise resource planning 
(EBP) suppliers. Gartner's 
Mr Hersbel says: “Exchange 
Applications has been very 
successful in the US and is 
aggressively expanding into 
Europe. Prime Response, 
which was traditionally UK 
and European, is moving 
aggressively in the US. 

“Meanwhile. British Intrin- 
sic is expanding into Europe 
and Acquis is looking 
beyond its established 
French market” 

The EBP vendors' "back 
end” accounting, manufac- 
turing and human resources 
market is mature and they 
are looking to the front-end 
customer facing systems to 
provide future growth. SAP 
has developed a product it 
acquired from Kiefer and 
Viettlnger. and Baan has 
purchased Aurum. 

KPMG believes that taking 
a customer-centric approach 
is “a big new wave in soft- 
ware that is just starting - 
vendors are reflecting this 
approach. Aurum, Siebel and 



Shoppers throng London's Oxford Street Retailers are more likely to attract them with the aid of 
management technologies that help to identify what customers ward, claims Siebel Systems 


Vantive are building inte- 
grated customer relationship 
management tools that sup- 
port anybody who has an 
Interaction with the cus- 
tomer." says Mr Hulme. 

"A data warehouse doesn’t 
necessarily present a consist- 
ent customer-centric 
approach in the way these 
products link the sales force, 
the support desk, the call 
centre and the web site.” 

US example 

Computational Systems, a 
leading developer of predic- 
tive maintenance hardware 
and software, has imple- 
mented Vantive for its 160 
sales and support profession- 
als, including more than 60 
mobile users, located 


throughout the US. 

"We have replaced sepa- 
rate customer databases 
with a. single database for 
sales and marketing, cam- 
paign management and cus- 
tomer support and linked it 
to our Fourth Shift ERP sys- 
tem," says Shawn Carson, 
director of customer service. 

“Sales staff can check the 
support case histories on 
their notebooks before visit- 
ing a customer and we can 
trace an order back to the 
original advertisement, but 
the big pay-off is targeting 
the sales force on high 
opportunity sales.” 

In Europe, the use of the 
Internet for sales and mar- 
keting has not taken off in 
the way it has in the US- 
Gartner analysts are revis- 


ing their Internet adoption 
forecasts for the next two 
years. 

Although there is a lot of 
interest and hype, vendors 
are more active than cus- 
tomers in Europe. s3ys Mr 
Hershel. 

Meanwhile, businesses 
that apply enterprise rela- 
tionship management tech- 
nology across their market- 
ing, sales and customer 
service processes are those 
that are to likely to better 
acquire and retain custom- 
ers, concludes Ms Pat House, 
co-founder of Siebel Systems. 

"They will also increase 
customer satisfaction, 
enhance revenue and profit- 
ability and ultimately sur- 
vive through the next mil- 
lennium,” says Ms House. 


CASE STUDY: INTERNET SALES By Geoffrey -Wheelwright, 


A' 


R ising sales by Dell 
Computer Corpora- 
tion, the Texas-based 
personal computer manufac- 
turer, are now estimated at 
more than six times the 
industry rate. 

The company that made 
its name by selling comput- 
ers over the telephone - and. 
now via the Internet - has 
become one of America's big- 
gest PC makers, achieving a 
72 per cent increase in earn- 
ings per share for the second 
fiscal quarter, with sales up 
54 per cent. 

Now Dell, whose results 
for the quarter were above 
Wall Street expectations, 
says it wants to make it 
even easier for consumers to 
buy its PCs over the Inter- 
net. In the past year, the 
company has already 
boosted PC sales from its 
web site from $2m to $6m a 
day. But Dell worries that 
concerns about credit card 
security are holding it back 
from even greater success. 

As a result, it has 
announced the introduction 
of what it calls the "Dell 
online secure shopping guar- 
antee" in the US. 

It offers US customers who 
shop at the Dell Store on the 
Internet additional protec- 
tion from credit card theft, 
misuse and fraud. The com- 
pany says it protects custom- 
ers In two ways: all Informa- 
tion submitted at 
www.dell.com. including 
credit card data, personal 
information and product 
orders, is encrypted using 
technology that scrambles 
the information that travels 
via the Net to Dell. 

The company rfaime that 
this makes the information 
virtually impossible for any- 
one to read, if orders are 
intercepted online. 

To demonstrate its faith in 
this technology. Dell is 
promising to reimburse cus- 
tomers for credit card com- 
pany liability charges up to 
$50 if It finds that fraudulent 
charges have resulted from 
art online purchase at Dell's 
web site. 

“Dell Is focused on protect- 
ing the many customers who 
place orders at our web site 
every day," says Scott Eck- 
ert, director of Dell Online, 
the company’s Web-based 
sales operation. “Dell is one 
of the world’s top sites for 
Internet transactions and 
this new guarantee strength- 
ens our leadership position - 
in the PC industry, as well 
as in the domain of compa- 
nies conducting business 
online - when it comes to 
privacy and security.” • 

In addition to the encryp- 
tion protection and Us new 
guarantee, Dell says It has a 
policy that prohibits the 
release of any kind of infor- 
mation provided by custom- 


Dell’s online PC 
sales surge ahead 


In a move to win even more 
customers, Dell launches an 'online 
secure shopping guarantee’ in the US 
as its PC sales rise to $6m a day 


ers to any outside company. 

Michael Dell, chairman 
and chief, says that Dell has 
grown more than six times 
the industry rate. Revenues 
for the three months to 
August 2 were S4.3bn, up 
from KL8bn a year ago. 

Canadian 

example 

The US is not the only 
country in which Dell has 
recently boosted its online 
sales efforts. In Canada, for 
example, where you might 
think that geography and 
transportation logistics 
would militate against 
online shopping, Del] has 
enjoyed huge online success. 

According to Scott O’Hare, 
president of Dell Canada, it 
took less than eight months 
to build an online business 
in his country - “sales went 
from nothing to $2.5m a 
week.” 

Mr O’Hare says “there is 
no magic in all this" - just a 
strong commitment to treat 
online sales in the same way 
that it has successfully 
treated its 1-800 telephone 


sales operation. 

"The Internet is just 
another way of turbo-charg- 
ing our direct sales engine - 
It provides another vehicle 
to reach them,” he says. 

Since the company started 
taking electronic orders 
. from its web site in June. 
1997. it has built up what 
could become a SiOOm busi- 
ness this year. 

One of the keys to this 
success lies in the fact that 
selling from a web site is 
little different from selling 
via the phone - and It 
doesn’t change the underly- 
ing business model of the 
company - at least for Dell, 
which is used to selling 
direct to customers. 

“Unlike all of our competi- 
tors and many other compa- 
nies in different industries, 
Dell has not had to reinvent 
its business model to make 
use of the Internet," says Mr 
O'Hare. "It's just the next 
natural extension of how to 
build a relationship with a 
customer." 

He also suggests that the 
attributes of the Canadian 
market - with a compara- 
tively small population scat- 



Michael ML chairman and chief executive, says the company has 
grown more than six times the industry rate 


tered across a vast area that 
is the second largest nation 
on earth - make Dell’s direct 
approach an ideal alterna- 
tive to retail sales. 

"If anything, the geogra- 
phy makes us even more 
cost-effective than the other 
tier-one vendors - we don't 
have to deal with higher cost 
distribution," he says. 

“In Canada, out of the top 
four suppliers in the PC mar- 
ket, we are the only direct 
vendor. All of our competi- 
tion goes through retail or 
resellers - it adds a lot of 
cost unnecessarily and also 
doesn't allow manufacturers 
to provide total end-to-end 
quality and customer experi- 
ence." 

He is well aware that his 
competitors are looking hard 
at the Dell model and trying 
to find ways to make it work 
for them. Compaq Computer, 
IBM and Apple Computer 
have all made moves over 
the past year to provide 
some form of direct or “build 
to order" capability to cus- 
tomers. 

Mr O'Hare suggests that 
by selling to Canadians from 
Dell Canada’s web rite, then 
Canadian, customers can 
obtain better pricing, deliv- 
ery and specification infor- 
mation than from the Ameri- 
can-based web sites of other 
competitors. "Our Canadian 
customers can access 
wwto.dell.ca and get very 
specific Canadian informa- 
tion, pricing and lead times, 
specifically for Canadian 
customers." he adds. 

And unlike buying a PC 
over the phone. Mr O’Hare 
says Web site purchases can 
also be a lot faster as con- 
sumers can quickly pick the 
specification for their 
systems from on-screen 
options, rather than stepping 
through many levels of 
menus and choices from a 
telephone operator. 

“There are a significant 
number of choices that you, 
as an educated consumer, 
can make in buying a PC 
online." he adds. "It's not 
like having Just three ‘fla- 
vours' on the shelf of your 
local retailer. We have have 
been successful in helping 
businesses and consumers 
make those choices over the 
phone, but with the Web site 
you can make those trade- 
offs in real time.'' 

The web site can also he 
used to track the progress of 
an online order - which, typ- . 
ically, is delivered five to 10 
days after ordering. 
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“As part of Lucent Technologies, 

Fm helping to take communications 

in Europe to new heights’.' 

Jan Neuteboom. Manager. Software Development 


I love the feeling of freedom when I fly. It’s like the 
freedom I have at Lucent Technologies to find a better 
communications solution. 

That's how my team, of high-flyers developed a countrywide 
networked messaging system to service all the Netherlands. 
And it's why Lucent solutions — from voice and data networking to 
internet call center applications and wireless - are transforming 
communications throughout Europe. 

Whatever the future brings will probably come from Lucent 
Technologies too. After all, over the past 128 years Bell Labs, 
our R&D division, ■ has developed innovations that include 
the transistor, laser and cellular technology, even the 
communications satellite. And eight of our scientists have been 
awarded the Nobel Prize - a legacy of innovation that continues with 
3 new patents every working day. 

Who's responsible for this record of achievement? 

Consider that I have 15,000 colleagues working at 
Lucent across Europe - and 120,000 worldwide. 

Each of us is aiming to make the breakthrough 
that takes communications to a new level. That's 
why I know Lucent will change the way you 
communicate. Get ready for take off! 

We make the things that make communications work.' 


Lucent Technologies 

Bell Late Innovation* 

Tel- +44 7000 LUCENT 
+44 7000582 368 
www.lucent.com 
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INTERNET COMMERCE: EUROPEAN PERSPECTIVE • By Geoffrey Naim 

Wanted: buyers not surfers 


‘Electronic commerce has vast potential and 
smaller companies are eager to get online. 
But unless issues such as security and 
payment systems are fully addressed, then 
[market growth will be constrained 


T he Internet means many 
thing s but for Europe’s 
17m smaller businesses it 
signifies a golden opportunity to 
^compete on equal terms with 
bigger competitors In a new- 
virtual marketplace. 

The number of online users 
grows each day - 100m are 
predicted for the end of this year 
- and for small gn d 
medium-sized enterprises (SMEs) 
the Internet seems to provide a 
‘cheap and painless method of 
rapidly growing their business. 

However, things are not that 
^simple for while the number of 
-online buyers is rising, 
competition is also growing for 
what is still a small market, 
particular outside North 
America. “Internet commerce 
, badly needs consumers, not 
^simply surfers." says the 
. European Information 
^Technology Observatory, which 
represents Europe’s IT industry. 

It predicts revenues generated 
If by sales and advertising on 
commercial websites in Europe 
will grow almost 240 per cent this 
‘'year to Ecu6^bn (S7.0Sbn). That 
'.may seem large, but a 


comparison puts things into 
perspective. Europe's entire 
e-commerce market is equivalent 
in size to the turnover of just one 
large retailer, such as Continent, 
the French hypermarket chain. 

“The Internet clearly sells only 
a miTvate portion, of the total 
goods and services sold around 
the world," says management 
consultants Fiona Czemiawska 
and Gavin Potter in their 
recently published book, Business 
in a Virtual World. 

Another problem is that most 
small companies give little 
thought to how they will, 
encourage visitors to their online 
store. Today there are thousands 
of e-commerce sites, making the 
Internet “considerably more 
competitive than your local 
shopping mall or high street,” 
say the authors. 

“Passing trade on the Internet 
is close to zero.” they say. and 
anyone expecting thousands of 
eager buyers to accidentally 
stumble on a site “will almost 
certainly fail” 

So why set up an online store if 
the chances of success seem so 
small? According to the above 


authors, the advantage of the 
Internet comes less from trying 
to replace existing sales channels 
- creating a website that 
resembles a virtual shop - but 
rather using the Internet as a 
complementary channel or to 
experiment with new ideas. 

“Simply translating your 
physical marketing channels to 
the virtual is not going to 
generate additional sales," they 
say. 

Cedlerts Fisk, a small Swedish 
luxury food suppler, offers a good 
example of how the Internet can 
be put to more imaginative use. 
Traditionally selling just to 
restaurants, managing director 
Christer Oholm hit upon the idea . 
of using the Internet to also sell . 
lobster and salmon to consumers. 
“I was convinced that it could 
provide us with a low-cost and 
highly practical means of 
reaching new markets." he says. 

T he site was built using 
IBM’s Net Commerce 
software. Selling lobster 
over the Internet has its 
problems and Cedlerts Fisk had 
to design special packaging and 
ensure delivery within 24 hours. 
But Mr Oholm says the effort is 
worthwhile as the Internet has 
become a powerful marketing 
and sales tool for the company 
that can, for example, learn 
customers' preferences and track 
buying patterns. 

Internet commerce poses many 


challenges for SMEs - and not 
just those selling seafood. The 
European Commission recently 
published a set of guidelines to 
encourage European SMEs on to 
the Internet and spell out the 
problems they face. The EC is 
concerned that the potential of 
e-commerce is not being fully 
realised by the 17m SMEs in 
Europe. “E-commerce clearly has 
a great deal to offer SMEs but 
there are issues which will need 
to be resolved if this is to be 
achieved," 

The report breaks down the 
Issues into four broad areas: 
product information and 
marketing, trust and security, 
payment systems, copyright and 
consumer protection. 

In the first case, the 
Commission hopes to make it 
easier for SMEs to be found on . 
the Web by introducing a 
standard system for classifying 
companies and products In online 
databases and search engines. 

The problem of trust has 
traditionally been seen one of the 
biggest hurdles to doing business 
online and it particularly affects 
SMEs, the Commission claims. 
Solutions based on digital 
certificates have existed for some 
time but they are often 
incompatible and there is an 
added problem in Europe as the 
necessary infrastructure of 
Certification Authorities fCAs) Is. 
immat ure. To achieve the goal of 
authenticated commerce within 



Passing trade on the Internet is dose to zero, claim the authors of 'Business in a Virtual Worid 1 


Europe requires that links be 
built between the national CAs of 
European countries. Today, there 
is no guarantee that a certificate 
issued and legally valid in 
Portugal will be recognised when 
the user attempts to buy from an 
online store in France. 

Without these “cross 
certification” links, the consumer 
feces the humiliation of rejection 
and. the trader loses a sale. 
Payment systems are a more 
mature Internet technology, but 
incompatibilities persist. 

For SMEs. the biggest hurdle is 


the fear of losing what may be a 
significant payment if something 
goes wrong. The guidelines 
recommend that payment system 
providers should bear the major 
share of the risk to encourage 
SMEs to accept e-payments. 

The final item that the EC 
wants addressing on its 
e-commerce agenda is the legal 
minefield that currently 
surrounds e-commerce. “There is 
a danger in the new virtual 
environment that legal 
uncertainty will arise about 
which member state is competent 


and which law applies.” 

Copyright legislation needs to 
be updated to protect electronic 
works, the EC says, and it wants 
purchases made ou the Internet 
to enjoy the same validity and 
consumer protection as those 
maria on the High Street. 

The e-commerce market has 
enormous potential and 
European smaller companies are 
as eager as anyone to get online. 
But unless these non- technical 
issues are addressed, market 
growth is likely to remain 
constrained. 



- ANALYSIS OF RETAILING PATTCRNS . ' By . ' 

Customers in sharper focus 


In seeking ways to respond to customer demand, a 
leading supermarket chain is moving from information 
management systems to knowledge management 


Uk 


Data gathered at the checkout: Safeway has 400 stores, talked by a satellite network to Its data 
centres. The aim Is to analyse what individual customers are likely to buy 


T he use of advanced IT 
tools for demographic 
analysis of customers 
has brought significant bene- 
fits to retailers. Comprehen- 
sive databases of customers' 
shopping habits have 
enabled retailers to make 
sure they stock the right 
products and get them on 
the shelves at the right time. 
Not only can stock levels be 
optimised, but customers 
buy more of what they really 
want 

But now that most big 
retailers use some form of 
demographic analysis, know- 
ledge about groups of cos* 
tomers is no longer enough: 
“We must be able to get 
down to individual custom- 


ers and be able to serve 
them more precisely.” says 
Mike Winch, n director at 
Safeway supermarkets in the 
UK 

With a database covering 
over 8m customers, this is 
no easy task. Safeway is the 
third largest supermarket 
chain in Britain with annual 
sales of SlObn. It employs 
70,000 people at more than 
400 stores across the UK 

“We have changed the way 
we manage our business 
from looking at products to 
looking at customers. We 
need to know about every 
item in their shopping bas- 
ket - and this means using 
very advanced IT systems 
both to collect data from the 
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point of sale and to analyse 
it" Mr Winch says. 

Loyalty cards are. of 
course, the key to under- 
standing customers' buying 
habits. Safeway was among 
the pioneers of loyalty card 
schemes: u We have been 
involved in collecting cus- 
tomer information from loy- 
alty cards since 1990 when 
we introduced our first 
scheme. We quickly under- 
stood the value of the infor- 
mation we could get from 
them - but recognised we 
needed to go further," he 
explains. 

A long-time IBM user. 
Safeway used IBM's main- 
frame database DB2 to build 
the customer information 
application to support its 
loyalty scheme. But, as the 
application developed, Safe- 
way became concerned that 
a mainframe-based system 
might not be able to offer 
the flexibility it needed. 

“At the end of 1995 we 
started to get nervous about 
the mainframe and looked at 
alternatives such as Sequent 
and Teradata. We wanted 
more flexibility to expand 
the database. But it became 
clear that we could apply 
DB2 as an enterprise server 
and use IBM's data mining 
tools to find the information 
we wanted" 

Data mining is a technique 
for analysing large volumes 
of data. The data volumes 
Safeway has to deal with put 


.the need for flexibility into 
perspective. With its 400 
stores linked via a satellite 
network to two data centres, 
Safeway has to manage a 
staggering 30 gigabytes of 
data generated by loyalty 
card shoppers at the point-of- 
sale terminals. But this is 
only the first stage In the 
process of turning raw data 
into useful sales and market- 
ing information, 

“We keep data on cusr 
tomer transactions down to 
product level and we need 
ways to understand the data 
so we can meet their require- 
ments," Mr Winch says. 


T 


!his is where Intelli- 
gent Miner - IBM’s 
“data mining" tool kit 
comes to. Data mining tools 
analyse large databases and 
tease out valuable informa- 
tion such as sales patterns. 
They enable an organisation 
such as Safeway not only to 
work out what products a 
customer buys - but also the 
kind of products that might 
appeal to them. 

“Our competitive advan- 
tage is linked to what we 
know. So we have embedded 
data mining in the very fab- 
ric of how we do our busi- 
ness,’' explains Mr Winch. 

As a result. Safeway is, for 
example, able to send out 
carefully targeted mail shots 
to customers about products 
it knows will Interest them. 

The improvement in sales 
from mail shots is easy to 
measure, he says. “We have 
taken segments of our cus- 
tomer database and sent 
mailshots to some customers 


and not to others. We could 
see the benefits of the mail- 
shot immediately and have 
been able to measure the 
payback. And these are large 
numbers so they are statisti- 
cally relevant” 

Safeway expects to be able 
to build upon the work it has 
already done on its customer 
information databases. 
Knowledge management is 
the next obvious step that it 
can take to improve its sales 
and marketing operations, 
says Mr Winch. 

“Even though we know a 
lot about our customers, we 
think we are only a small 
part of the way that we con 
go - and we are constantly 
getting new Insights in to 
the data and our customers. 
The next step is to move 
from information manage- 
ment to knowledge manage- 
ment We are already trying 
new ways to respond to cus- 
tomer demand - hence our 
■Shop and Go’ approach." 

The Shop and Go scheme 
allows customers to scan the 
bar codes on their own shop- 
ping using a portable scan- 
ner. Not only does this 
reduce the number of till 
staff needed it also saves 
customers' time because 
their goods do not need to be 
unpacked and repacked at 
the talL 

As the retail sector contin- 
ues to become more competi- 
tive, Safeway is confident 
that its advanced IT tools 
will let it keep ahead of the 
game - although, along with 
Its competitors, this will rely 
upon finding ways to inno- 
vate. 


BRITISH COMPUTER SOCIETY AWARD 


The search is on for 
innovative IT teams 


Nominations are 
sought for the next 
BCS award for 
information systems 
management 

T he annual UK award 
for Information 
systems management 
has opened for 
nominations. 

The prestigious IS 
Management Award is run 
by the professional body, 
the British Computer 
Society, in association with 
the Financial Times, and 
sponsored by Blue Circle 
Industries. Deloitte & 
Touche, KPMG Impact, 
Unisys, and Woolwich, the 
financial services group. 

The award recognises 
achievement, improvement 
and innovation In 1$ 
management in the UK 
The judges look in 
particular at impact on 
business performance, the 
relationship with 
end-users, and the 
management of 
development or operations. 

The award typically goes 
to a team rather than an 
individual. Past winners 
report benefits In terms of 
heightened status for the IT 
department and even for 


the entire organisation. 

The 1998 winner, Halifax 
Share Dealing, developed a 
unique combination of IT 
systems to enable it to 
handle share trading for 
two million customers in 
its first week after Halifax 
Building Society converted 
to a quotedxompany. Key 
to the success was the 
relationship fostered 
between IT, end-users and 
IT suppliers. 

Managing director Sue 
Concannon said the award 
gave deserved public 
recognition to a critical and 
highly visible project. 

The award has had 
similar impact at other 
winners. The London 
Ambulance Service found 
the award Increased morale 
when it won in 1997 alter a 
new team ended 10 years of 
project disasters by 
successfully developing a 
com mand and control 
system. IT director Ian 
Tighe said: “The control 
room was buzzing for two 
weeks after the award 
ceremony, and ft was great 
to see people holding their 
heads high after so many 
depressing years. 1 ’ 

When P&O European 
Ferries won In 1995 after a 
massive business change 
project, FT director Nigel 


Powis said: “The profile of 
IT in the company has been 
enhanced, suppliers have 
proved eager to associate 
themselves with our 
success - and the award 
has helped in recruiting 
quality staff." 

Eagle Star Insurance, the 
1996 winner, reaped 
commercial rewards, with 
sales consultants using the 
award in promotions. 

The other past winners 
are Ford; Tesco, the 
supermarket chain; and 
Cheshire County Council. 

How to enter 

The entry procedure starts 
with a simple nomination 
form, due in by December 
18. 

Selected entries are 
investigated by a panel 
and three finalists make a 
presentation to a judging 
panel of senior executives. 

The award will be 
presented at a prestige 
dinner, when the editor of 
the Financial Times, 
Richard Lambert, win be 
the guest speaker. 

Nomination forms are 
available from Maria 
Teresa Muir on (01798) 
417417; fax (01793) 417432. 

E-mail: 

mtnrair@bcs.org.ok 















Si r j 


} Xl *M ,, . 


K-. 



i 


► 


awvfc* j* ur,-.. i 

I'W te .WKNWfawt - . 

iipjMHiri**; . ’ fcr -, 

" , . . tii)aifm:..*v‘Lv * f :» ;!» 

tth* M>« , ffcJlJ .. t r> ;r._- 

nisi. • ’ r~- * j— 17; — ••■ 

lfer“KC^7 _ jr-« T .r : 1-. 
_•!*:•.. ■ 

I > the iPSq l 

= • l.'u . >-. 

. -• ; ■ 1 \ 

i l fr rtw*! - '•»*<>• 


MV».. 

I, '»-ssc ■ 

'•■■ ttl . 

■ 



focus 


Mu ttwwsv **• 

vik » 

*<sjr * ' w» iVt- s»«t^ 

r. 

r& £&£a 1»T '• " 
ir':|f^s*n« , *«s Vv* 

M **i* J ■ 

*: ■%¥• **** ’ M >« ■’ : - 

w furittac- ■-** 

t *&*■ »«*. *»*’**’ 

ifc« .***£' a#u . • **• 

i**- **•:* 

tfati ***** *•-«£ *». 
pi fc "W £**> 

^-•vjnrvwWfc uifj. .■' 


*£* ^ *fftr»r Titf*'-'- 

•■ •• 

fcSff'Wr' '»*** V 

*» ri.-ttHl'Wrtil-f 
r ^4 -'<?•» ™- 

>*W 

t ■ «u*Wtf «n •*'- - 

t «n- £«$*:&»? t*' j tn ' > 

%’■■■’• -4-i WhA’ awrirf-u-"** '• 
^asK:inr»« "i T .+ li ? i «?** iUc 
i **.*»*»»*.■*> Vfc: 

|Mp j/- 

is*f -■***'** ■ 

k - !+ -titoieJ. ?„• * v.- * r 
f ■*«•*> Hwi'y r-rj'.^-V"' 
I’.s-tnftii **:-jl*r '■- • l ^- 

j-lfr+ftoF-mw **■« 

;• (1)Vi«ku M.* 
juKiferit nuOr*^’- 4* 5 ■; 
H' g|p- *hVif L-r - M '‘ : ■•'• 
k»r k ***V 

4T-r-f 

fc : 

»■;«*«».' v-^; • 

#&yr- »»e '' 

■*+•* ■ '■'■■-*■ 
,*f. [4M\ ^ : - '• 

t^rfci ■*>:. *“»■•*' 1 


l- •• 



is on for 

teams 




iiiiiiif'i^,^ 1 


iiAi ti ifTf 

iMiiM* •w*'. . 

“"'tir ■«. 



gag s a BT* 1 * -•■• 

'• «*.n\ 



7“r_ ^ 


^..IV.MlMii • 
■m, «« ** ^ 


■ ■ 



*=t • 
-V^ 


*:.» • C1 
s 

fc- 

r-,r«- *"’ •* ■ 
*. .-r\ 
► ■“T 

■^;>W * 
Al"*''- - 


FINANCIAL times WEDNESDAY SEPTEMBER 2 1998 




xv 

SALES AND MARKETING HjlggJjjfj 


COMPUTER TELEPHONY INTE 6 RAT 10 M . t By Michael Dempsey • 

Screen-popping brings 
productivity benefits 

Suppliers of CTI systems are 
experiencing phenomenal growth 


anguage Use, a com- 
pany with 18 staff, 
I based in North Lon- 



Advanced communic a t io n s centre: more than 250,000 calls are made or taken each month on behalf of efiants who have outsourced their 
operations to the Merchant Croup's 450-seet communication centre, based at MBton Keynes In the UK - and one of the most advanced 
of Its tod In Europe. The group’s blue-chip clients come from the financial services, technology, utilities and pharmaceutical industries 


don, has a simple selling 
proposition. It puts travel- 
ling businessmen together 
with linguists who can speak 
the right language Tor their 
location. It does this over the 
telephone, but has doubled 
its turnover from film to 
£2m in the last 12 mrtnfhc by 
uniting its phone system 
with a computer application 
in the computer telephony 
integration (CTI) family. 

La n guage Line staff wrote 
much of the software that 
multiplies the impact of 
every phone call they 
receive, iming a programme 
called Mediapath to govern 
their specific application. 

Bruce Cadbury, manag in g 
director, explains that 
Mediapath, from telecoms 
giant Mitel, acts as manage- 
ment software, offering a 
familiar Windows- type inter- 
face while Unking phone and 
computer. "It enables us to 
plug our own application 
into the phone system. 
Everything runs on a dedi- 
cated server.” 

The cost of this computer 
hardware, sourced from Digi- 
tal, was Included in Lan- 
guage Line's £100,000 invest- 
ment in the project. 

"Mediapath provides the 
operating environment in 
which we can write applica- 
tions software," says Mr 
Cadbury. With customers 
such as British Gas. Lan- 


guage Line has to respond to 
im m ediate requests for live 
translation services. 

An executive will call Lan- 
guage Line from a mobile 
phone when he encounters 
problems at a hotel check-in 
desk. The Language Line 
operator sees a screen of 
data on that corporate cus- 
tomer and its relevant his- 
tory. This information is 
prompted automatically as 
the CTI application recog- 
nises his phone number. 



Bruce CaOnvy, head of 
Language Lkie, has seen a 
remarkable rise in turnover 


“Once we’ve identified 
them as a customer, we 
select an interpreter from 
our database," says Mr Cad- 
bury. This process takes 
between 20 seconds and two 
minutes , flbd involves pull- 
ing the right name from a 
list of around 3,000 interpret- 
ers. Some of Language line's 
larger customers can dial a 
specific number to gain 
access to a particular lan- 
guage. 

“We know, for example, 
that it’s a particular com- 
pany and they want Japa- 
nese." says Mr Cadbifry. 
Russian, Polish and Czech 
speakers are much in 
demand from companies 
opening up business in east- 
ern Europe- The technical 
process here is one of data- 
base retrieval: the call centre 
is Integrated into existing 
information and lets Lan- 
guage Line make more use 
of it 

The effect of the Media- 
path installation has been to 
multiply the productivity of 
all of Mr Cadbury's staff. 
“Anybody in the organisa- 
tion can respond to a sales 
call because they have all 
the information about the 
customer up there on the 
screen." 

This feature of CTI is 
known as screen-popping, 
and appears to have made a 
dramatic difference to the 
lives of sales and marketing 
staff. The Language Line 
system has simplified Mr 
Cadbury's technology inven- 
tory by plugging phones 
straight Into the Digital 


server. “Everything runs off 
the server - there's no 
switchboard or local 
exchange". 

For Mr Cadbury, the 
remarkable rise in his turn- 
over in the 12 months since 
the Mediapath installation 
went live is proof that CTI 
delivers real benefit s . “I can 
double my turnover without 
doubling my staff." 

The financial rewards for 
effective use of CTI are mir- 
rored in the fortunes of com- 
panies turning out products 
for this marketplace. Accord- 
ing to Ovum, the research 
group, tiie number of CTT-en- 
abled workstations world- 
wide will grow from 10m In 
1999 to 40m by 2002. 

Applix, a 350m Boston- 
based software bouse, is just 
one of the suppliers exper- 
iencing phenomena] growth 
in this sector. Typical Applix 
customers already keep 
masses of data in sophisti- 
cated database products 
from Oracle. 

Applix Enterprise, the 
company’s core product, is a 
suite of software focused on 
the job of “digging down" 
into customer ii=»tahiwp« and 
integrating that data with 
sales and marketing 
systems. According to Tony 
Martinez, director of product 
marketing at Applix, 80 per 
cent of his customers are 
looking for CTI applications 
when they spend upwards of 
325,000 on Applix Enterprise. 
And sal es of this product are 
estimated at $30m in 1998. a 
dramatic increase on 199? 
sales figures of 317m. 

Customer service is the 
driver hriilnrf this phenome- 


nal growth, says Mr Marti- 
nez. 

Fuelled by fear of cus- 
tomer attrition as businesses 
jostle to provide better tele- 
phone support, US and Euro- 
pean companies are enhanc- 
ing existing call centre 
technology. The rise of mar- 
keting via the Internet 
means that phone services 
and Internet sites often have 
to be managed in tandem. 

The next 
logical step 

Creating a unifi ed messag t* 
via screen-popping and the 
mass of support that comes 
with Cn is the next logical 
step for companies that want 
sales and marketing depart- 


ments to share information 
and now need to tie the 
Internet into that equation. 

Kingston SCL is an Applix 
user that employs CTI soft- 
ware to provide intensive 
support for a very speci- 
alised product - Kingston 
SCL sells telecoms billing 
software, servicing an inter- 
national customer-base, 
including mobile phone oper- 
ators in Finland and Hong 
Kong. 

This is complex software 
operated by highly technical 
staff, so if Kingston SCL 
receives a call for support, 
the problem will not be 
solved by a quick reference 
to the user-manual. 

“We receive a low number 
of calls, but the ones we do 
get are of high complexity.” 


says Steven Appleton, cus- 
tomer-support manager. 
“The problems we address 
are not dealt with by two- 
minute answers." 

His Applix installation has 
been configured to filter 
calls as they come in, captur- 
ing information about each 
incident and classifying it by 
order of importance. Calls to 
the support line are coded 
and support is given a prior- 
ity according to customer 
need. 

For Mr Appleton, CTI has 
done away with an old sys- 
tem of telephone support 
staff constantly inventing 
classifications for calls and 
replaced it with scientific 
measurements. 

“Our support was a blunt 
instrument Now it’s finely 


timed,” he says. 

Kingston SCL has suc- 
ceeded in integrating a CTI 
product with its own work- 
ing processes. But not every 
business has this skill or 
luck. 

Mr Neil Dewar, a telecoms 
consultant with PA Consult- 
ing in London, sounds a note 
of caution amid the current 
CTI euphoria: “Everyone's 
interested in it, but there are 
as many products as there 
are customers. The user has 
to do a lot of work to under- 
stand what it can do for his 
company. 

“Integrating one product 
with your phone and com- 
puter systems is a challenge. 
There are big benefits to 
CTI, but only if you intro- 
duce it property." 


CtlSTOMER RSJVTVONSHiP MANAGJ EMENT Xj . 

Sales teams need 


convincing, too 


New customer relationship 
management systems go for beyond 
old-style sales force automation 


W hile today’s soft- 
ware systems can 
help improve the 
management of customer 
relationships, the sales team 
may initially be less than 
overwhelmed by the advan- 
tages of new methods, as a 
leading telecom company 
discovered. 

British Columbia Telecom 
(BC Tel) is one of Canada’s 
largest telephone companies 
and for many decades held a 
virtual monopoly on the vast 
majority of long distance 
traffic in Canada's most 
western province. 

In recent years, however, 
the company has faced 
increasing pressures as 
deregulation of the Canadian 
telephone market opened BC 
Tel up to competition - with 
leading competitors, such as 
AT&T Canada and Sprint 
Canada, jumping into the 
fray. 

As a result, the company 
has had to go from a busi- 
ness model that assumes 
almost anyone with a tele- 
phone in the province is an 
automatic customer to 
whom it merely has to sell 
the maximum number of ser- 
vices. to a model where it 
must compete for customers. 

This new competition 
takes place not only on price 
and service, but also on the 
ability to build strong links 
with customers. 

According to Drew McAr- 
thur. BC Tel’s business 
transformation manager, the 
company recognised that in 
such a competitive environ- 
ment it is the level of rela- 


tionship with users that 
determines whether or not 
BC Tel retains the business. 

In many cases, competi- 
tors can find ways to match 
BC Tel’s prices and services, 
but Mr McArthur suggests 
that if BC Tel can do a good 
job at building better on-go- 
ing working relationships, 
then customer loyalty will 
follow. 

To help with this task. Mr 
McArthur turned to Pivotal 
Software of North Vancou- 
ver for the supply of cus- 
tomer relationship manage- 
ment (CRM) software. 

“To increase our advan- 
tage in the marketplace we 
required the ability to cap- 
ture and share more cus- 
tomer information,” he adds. 
“Not only do we want to 
retain and win back custom- 
ers: our objective is to help 
them grow their business.” 

BC Tel aimed to automate 
and streamline its business 
processes with mobile com- 
puters and Pivotal’s CRM 
solution. Field sales person- 
nel and sales management 
can now track contacts, cus- 
tomers and opportunities, 
plus manage personal and 
team activities, such as 
appointments and “to-do" 

lists. 

By using the system to 
track all m ratings with cus- 
tomers, allowing central 
access to such information 
(where appropriate) by other 
sales staff, and track suc- 
cesses and failures, BC Tel 
g ains “very specific feed- 
back." 

One reason for seleceting 


Pivotal Relationship was the 
facility to customise it to 
track information on 
long-distance customers. The 
company employed a third 
party. Burnt Sand Solutions, 
to cany out the customisa- 
tfon. The end result has been 
improved sales and customer 
retention. 

Sales staff can quickly 
react to competitive situa- 
tions - and errors have been 
reduced by 25 per cent 
because of the shared cus- 
tomer database built-in 
document generator, he 
says. In addition, the report- 
ing tools also allow sales 
managers to devote more 
time to coaching and 
Improving sales techniques 
- rather than filling out 
forms and writing 
long-winded customer con- 
tact reports. 

But he admits that it has 
not been completely smooth 
sailing - be had not antici- 
pated the initial “under- 
whelming" response of the 
sales force to having such a 
solution introduced. 

“We bad expectations that 
the sales people would have 
had more of a propensity to 
learn how to use it," he 
adds. “The challenge is to 
help sales reps understand 
the advantage to themselves 
because a lot of the benefits, 
if used well, are advantages 
to the corporation. While it 
gives us better customer 
information, sales reps also 
gain a clearer view of their 
progress - and it helps to 
provide an wider opportu- 
nity to coach and monitor 
the sales team.’* 

Clearly, users of CRM solu- 
tions must help their sales 
teams understand that these 
systems go far beyond the 
simple name, addresses and 
notes databases of tradi- 
tional contact management 
applications. They are 
designed to integrate infor- 
mation about transactions 
with call centre applications 
and accounting software. 

Norm Francis, president of 
pivotal Software, says the 
company ha« more than tri- 
pled in size in the past 18 
months, winning business 
among large corporate cus- 
tomers and moving into 
larger offices to support 
them. 

But many vendors in the 
industry are attempting to 
put a new face on old rales 
force automation technology 
instead of focusing on build- 
ing solutions that enable 
companies to build and sus- 
tain "great customer rela- 
tionships,” he believes. 

Meanwhile, suppliers 
gained a large new competi- 
tor lastbmonth when IBM 
announced that it was form- 
ing a new software division 
to service the CRM market. 

Geoffrey Wheelwright 
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T be hand-held comput- 
ing market is in a 
state of flax. Strong 
demand from both tbe con- 
sumer and business markets 
has led to more products 
from more manufacturers, 
causing some established 
operators to suffer slower 
growth. * 

At the same time, techno- 
logical advances, which 
promise smaller, more pow- 
erful and more flexible 
devices, hold out the pros- 
pect of lucrative opportuni- 
ties to innovative and nim- 
ble operators. 

The situation is reflected 
in the latest industry figures 
which show about 2m hand- 
held units shipped last year, 
a figure forecast to rise by SO 
per cent this year and reach- 
ing around 8m units by 2001, 
according to Dataquest, the 
market research group. 

Nothing exemplifies the 
current state of the market 
more than tbe experience of 
Psion, the world’s biggest 
hand-held computer manu- 
facturer. ■ 

Three mouths ago, the UK 
group made the latest in a 
series of gloomy trading 
statements about tbe state of 
the market it warned that 
future revenues would be hit 
by a combination of pricing 
pressures and competition 
from products utilising the 
latest Microsoft CE operat- 
ing system. 

However, rather than fall 
on the news, Psion's shares 
more than trebled as the 
company also revealed the 
formation of a new venture 
which would licence Psion's 
software for a new genera- 
tion or hand-beld devices. 

The new company. Sym- 
bian, teams Psion with Erics- 
son. Nokia and Motorola, 
which, between them, 
account for more than three 
quarters of the world's 
mobile phone sales. 

Symbian intends to 
develop Psion's. EPOC oper- 
ating system, which is used 


Hand-held 

computers 

become smaller 

« 

and smarter 

The demand for specialist devices will lead to further 
fragmentation in die market that ranges from pocket 
organisers and palm-tops to ‘smart' mobile phones linked 
to the Internet, says Christopher Price 


to power the company's 
range of hand-held comput- 
ers, as the industry standard 
for the new products. These 
will marry the power of the 
palm-top computer with the 
convenience of the mobile 
phone. 

This has long been the 
holy grail of both the mobile 
phone companies and the 
computer manufacturers. 
Nokia has already attempted 
it with tbe introduction of 
its 9000 range, combining an 
organiser and phone. 

However, Symbian 
believes the focus of the four 
constituent parties on one 
operating system will accel- 
erate the development of a 
wide range of applications. 

Analysts say the mobile 
phone will become “smart’', 
having the ability to send 
and receive data. It will also 
be able to download from the 
Internet, as well as store 
large amounts of informa- 
tion. 

Developments in hand- 
held computers will see it 
quickly become wire-free in 
its ability to send and receiv- 


ing electronic mafl from any 
location within a cellular 
t ransmissi on area. Early in 
the new millennium, the 
development of a new high- 
capacity cellular network 
will allow the transmission 
of video. 

Symbian Intends to charge 
a licence fee of 85 per smart 
phone and $10 for other com- 
munications devices in a 
market forecast to be selling 
70m units a year by 2002. 

However, the Symbian for- 
mation has another impoY- 
tant ramification. By estab- 
lishing the industry 
standard on Psion's EPOC 
operating system, it mounts 
a serious threat to Microsoft 

The world's biggest soft- 
ware group has made no 
secret of its desire to repeat 
Its success in the personal 
computer market through 
the introduction of its Win- 
dows CE operating system in 
consumer electronics. 

Analysts say Nokia. Erics- 
son and Motorola do not 
want to be subjected to the 
same kind of pricing pres- 
sures that has been such a 



prominent feature of the PC 
industry, where Microsoft 
software dominates. 

The companies agree. “We 
do not want to become mere 
box shifters for Microsoft," 
says the director of one of 
the mobile phone compa- 
nies." 

In this regard, the three 
telecoms groups had little 
alternative but to turn to 
Psion. While the three had 
all developed and used their 
own operating systems, none 
had the potential or provided 
the platform afforded by 
EPOC. 

Conflict among 
the suppliers 

The move is likely to 
accelerate tbe trend of the 
past two years which has 
seen the hand-held computer 
market fragment This has 
been due to the market's 
growing sophistication 
which has addressed the 
demands of buyers with dif- 
ferent requirements of their 
handheld devices. 





Largo’ Ilian BIS; using a repBca of a hand-held PC and explaining the merits of Microsoft's CE .. 
operating system, Astrid Mai, right, aid Christian Schroeder make a presentation at this year's CeBIT 
computer trade Mr in Han over, Germany, which was attended by more than 6OGU0OO people . . ap 


For companies - such as 
Psion - addressing the high 
end of the market, with its 
sophisticated Series 5 com- 
puter, this has brought it 
into conflict with the grow- 
ing number of suppliers with 
computers utilising Micro- 
soft CE, such as Casio. Hew- 
lett-Packard and Sharp. 

Price has also become an 
issue as tbe high end. of the 
palm top market has 
touched the. bottom of tbe 
laptop computer range. With 
an increasing number of 
products and rising prices, 
customer confusion has 
added to the manufac turers’ 
problems- 

In contrast, the personal 
organiser market has been 
buoyant and 3Com’s Palm 
Pilot its chief beneficiary. 


The popularity of the device, 
which uses a stylus to Input 
information, has not been 
lost on other manufacturers. 

As with the high end of 
the business, the organiser 
market is beginning .to 
attract s imilar competition. 
Microsoft is using Its CE 
platform for its Palm PC, a 
new operating system from 
Microsoft which has been 
licensed to several operators, 
including Casio, Philips and 
LG Electronics. 

Meanwhile, rapid techno- 
logical advances in the com- 
ponents market are likely to 
accelerate the trend towards 
smaller, faster and more spe- 
cialised hand-held -comput- 
ers. 

-International Business 
Machines last month 



announced a. breakthrough 
in microchip technology. 
The US computer, group's 
“silicon on insulator" (SOD 
. technology reduces the 
amount of power that silicon 
chips need to operate. 

The development should . 
contribute to the genesis of a 
new class ' of portable 
devices, according to the 
.company. In particular, IBM 
believes the devefojpment of 
a true , pocket-size PC will 
now be possible. . 

- SOI chips will be 80 per 
: cent more powerful than 
existing products. Such an 
increase will' accelerate the 
development of demanding 
computer applications, such 
as voice recognition, and the 
lower power requirements 
will allow battery-operated 
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devices, such as portable 
telephones, to run for much 
longer. 

And in an echo of tbe 
Symbian venture. CBM says 
SOI win open up the possi- 
bility of combining 
high-speed computing with 
wireless telephony to create 
pocket marhinas that link to 
the Internet, giving access to 
e-mail and the world wide 
web. The first SOI chips 
could be commercially avail- 
able next year. 

AIL tiie new developments 
point to ever greater integra- 
tion, both in the computer 
market, and the communica- 
tions field. If the edges of the 
different market segment 
become ever more blurred, 
one thing is clean hand-beld 
computers are set to get 
smaller, smarter and more 
specialised. 

Smartphones report: page 19 
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. ,-i To easily manage your systems, networks and applications from a central poi nt:/ 

•, ^ To roll out hot new applications to thousands oF users, all at the same time. ’ 
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AU through one incredibly open and sealable technology. Supported,' worldwide, by IBM. 
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Even better 
machines are on 
the way, with 
improved screens 
and keyboards 

C an you be organised 
without a personal 
organiser? Not 
according to tbe manufactur- 
ers. They have positioned 
the hand-held devices as por- 
table replacements for the 
address book, diary, rotary 
card index, notepad and 
spreadsheet They can even 
wake you up in the morning. 

Below, we look at hand- 
held and other computers 
running Windows CE and 
ask whether there is any- 
thing to choose between 
them. Or whether yon 
should opt for me of these 
machines at alL 
Howard Seabrook, a 
research director at tbe 
Gartner Group, says that 
though we tend to think of 
Windows CE (a stripped- 
down version of Windows), 
as an operating system for 
personal organisers, CE is 
part of a much broader strat- 
egy. 

He says Microsoft plans to 
use Windows CE in three 
areas: 

□ First, the company 
wants CE to be used in 
embedded processors (or 
chips} for industrial use. 
“Microsoft is very excited 
about the possibilities," adds 
Mr Seabrook. 

□ Second, it wants CE to 
be used in consumer and 
home products, such as tele- 
visions, video recorders, and 
interactive TVs.. In the 
shorter term, it will be work- 
ing with Sega to produce a 
new games console, running 
CE. It will also be working 
on interactive television 
design with Thomson Multi- 
media of France in which, it 
has taken a stake. 

□ Third, Microsoft is 
using CE in personal organ- 
isers and this is the area 
where CE is best known. 
Makers of CE computers 
include Hewlett-Packard, 

Philips, Compaq and Sharp. 

There is also a Palm-sized 
PC made to a Microsoft 
design and manufactured by 
five companies. This has no 
keyboard: input is via a pen- 
shaped stylus and handwrit- 
ing recognition software. “Its 
direct rival is . 3Com’s 
(non-CE) PalmPilot, which is 
more successful because it 
has better software." says 
Mr Seabrook. 

Most of the hand-held CE 
machines look somewhat 
similar and run many of the 
same applications. But there 
are a number of factors, to 
consider when choosing- a 
machine; communications, 
screen, keyboard, price.sofl- 
ware, security and data syn- 
chronisation. 

If you want to use the 
machine to send and receive 
electronic mail or surf -tbe 


Internet choose a machine 
with a built-in modem, such 
as one of Compaq’s models. 
Using a modem in conjunc- 
tion with an organiser can 
quickly drain its batteries 
unless the modem is 
designed specifically for the 
organiser. 

Screens for CE machines 
vary. The most obvious dif- 
ference is between colour 
and mono screens. "Colour 
looks good bat you will only 
get three-ondra-balf . to four 
hours' use -out of a colour 
organiser as opposed to two 
or -three days with mono." 
says Seabrook. 

Many CE machines, such 
as the Hewlett-Packard and 
Philips ones, have a backlit 
option, which can make 
them more readable. Philips' 
Veto 500 machines support 
16 shades of grey in 640 x 240 
pixels. 

Other factors to consider 
check the “feel" of the 
organiser’s keyboard before 
you buy. This is one feature 
of organisers that varies a 
lot. Usually, the more pock- 
et-size the machine, the less 
likely you will be able to 
touch type on it. If you 
really plan to do a lot of typ- 
ing, then a wise choice 
might be a Toshiba Libretto, 
a fully fledged PC running 
Windows 95 but smaller than 
a standard notebook PC Is 
probably better. 


M ost CE machines 
come with Micro- 
soft Pocket Word. 
Pocket Excel and Pocket 
Internet Explorer, as well as 
a contacts database, diary, 
international clock, alarm 
clock and calculator and 
electronic mail. Some CE 
machines also offer extra 
software. The Philips Velo 
500, for example,- includes 
Windows CE 2.0, Velo voice 
memo, a flatahano and data 
transfer to PCs and mobile 
devices via a wireless 
infrared link . 

"For the business user," 
Mr Seabrook believes, “there 
should be effective pass- 
words which make the 
device difficult to get into. 

.“When a device is tamp- 
ered with, data should; be 
protected or erased. But 
once you start to look for 
good security cm .an organ- 
iser, your short list gets very 
short Indeed.” 

The ease of synchronising 
data between an organiser 
and a PC is important in 
case an organiser is lost or 
damaged: There is some loss 
of functionality when you 
convert between 'Windows 95 
or 98 and CE. Users will find 
they do not have that nifty 
Excel function they have on 
the desktop -. or that they’ve 
lost some of their Word for- 
matting. 

Companies should also 
consider the potential sup- 
port burden to the rf deport- 
ment of having to. support 
yet more machines and. aer- 
ating systems, says Mr Sea- 


brook. Some may, however, 
like the idea or a CE 
machine that is built into a 
phone, and some are under 
development. Non-C-E 
phones are available from 
Nokia, Alcatel and Philips. 

Microsoft's Windows CE 
also faces competition from 
Psion, the UK personal 
organiser company which 
has licensed its operating 
system for use with mobile 
phones from Ericsson and 
Nokia and other portable 
devices. 

Looking at tbe overall 
market, Mr Seabrook has not 
been won over by the bene- 
fits of electronic pocket 
organisers. “If I can’t do 
e-mail exactly the same way 
as on my PC. I'm not Inter- 
ested. I also want a calendar 
that someone else can mod- 
ify from my office that syn- 
chronises easily with a per- 
sonal organiser. 

“When you look at the 
£200 to £700-plus price of a 
CE machine, plus £150 for a 
modem, you can’t help 
thinking what else you could 
buy for the money,” adds Mr 
Seabrook. 

However, converts to CE 
include Andrew Hawkins, 
director of corporate finance 
at Panmure Gordon, who 
uses his colour Hew- 
lett-Packard 620 organiser 
for contacts and diary, Excel 
and Word. 

He has just bought the lat- 
est mobile phone from Erics- 
1 son that has a built-in 
modem with an infrared 
link, so no physical cable Is 
needed between organiser 
and mobile. Mr Hawkins 
says; “I -use e-mail and the 
Internet all the time when 
I'm travelling. I just press a 
button, -put the phone down 
beside the CE machine and 
fm communicating. It's bril- 
liant" 

He also has a fnon-CE) 
credit-card sized device - the 
Rolodex Rex - that holds his 
most important contacts. 
Stockbroker Jim Ross likes 
the flexible, easily accessible 
contacts database on his HP 
CE machine and the compat- 
ibility with Excel and Word 
on his personal computer. 

"The frustrations are that 
it is'slow and that it doesn't 
have all tbe spreadsheet 
functions 1 would like.” he 
says. Meiuiwhile, better 
machines sire an the way. 
“Slightly bigger machines 
are coming along, -with bet- 
ter screens "and keyboards,” 
• says Mr Seabrook They'll 
be, smaller than notebook 
computers and . run CE 2.0 
and Microsoft is ‘busy 
talking them up’." 

. Tbe next release of CE will 
offer easier data synchroni- 
sation and improved perfor- 
mance, though it is up to a 
year away, he* adds. "The 
reluctance among users to 
cany around a map in their 
heads of lots of different 
devices, may be what will 
champion Windows CE in 
the end." . 
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IT managers are taking note 
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The latest palmtop devices are becoming as useful as 
notebook computers as portable systems be gin to 
converge, along with mobile phone systems 

' T nformation technology 
I managers are starting to 
JLlook 
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seriously at how 
palmtop computers could fit 
into their plans. 

The palmtop market is 
growing rapidly, as the 
devices have become more 
powerful and more uses are 
being found for them. 

They began as basic organ- 
iser devices, mainly for stor- 
ing phone numbers and dia- 
ries, and have evolved in the 
past few years into much 
broader business tools. Most 
palmtops, other than Psion’s, 
are now designed as compan- 
ions to personal computers, 
able to synchronise their 
data with the PC automati- 
cally, rather than as standa- 
lone devices. 

The smallest, such as 
^SCom’s Palm print are some- 
Qkimes confusingly classed as 
palm-sized computers, as 
they are small enough to fit 
into the palm of the band 
rather than like most cover- 
ing the palm. 

The Palm Pilot has been 
the biggest success of the 
last year. Aimed at users 
who do not do a lot of data 
entry, it has dispensed with 
the conventional keyboard 
and adopted pen-based input 
and single-key operations. 

Input is by a shorthand 
language which is easy to 
learn and more reliable than 
most hand-writing recogni- 
tion systems, or by a single 


touch of four keys which 
give quick access to a nar- 
row range of functions. 

This simplicity helped the 
company to reduce the 
of the machine and hac been 
one of the main reasons for 
its success, according to 
Neville Street, general man- 
ager for SCom's Palm Com- 
puting subsidiary. 

Most of the other mamrfan . 
turers have been competing 
with slightly larger 
machines, many of which 
are now based on Microsoft’s 
Windows CE operating sys- 
tem. In this area, Hew- 
lett-Packard is the leader. 

The growth in the market 
- 65 per cent last year, 
according to Data quest - has 
been driven mainly by indi- 
vidual enthusiasts, but 
increasingly large companies 
are looking at the possibility 
of standardising on. palmtops 
for certain sorts of usage. 
Cost of ownership would be 
much lower than for note- 
books or laptops. 

IT managers need to take 
control of the purchasing 
because about a third of the 
palmtops which are bought 
from retail stores are used 
by business people and paid 
for on their expense 
accounts. 

Companies are beginning 
to take palmtops seriously, 
partly because they believe 
the devices are becoming as 
useful as notebooks and 


partly because they can see 
the beginning of conver- 
gence between these devices 
and mobile phones. 

. The corporate market for 

palmtops has yet to develop, 
but somef large UK compa- 
nies and public sector organ- 
isations are engaged in tri- 
als, and the vendors are 
hopeful that some big con- 
tracts wifi soon be signed. 

The trials are taking lon- 
ger than expected because IT 
managers are wary about 
investing untO they are per- 
suaded that the technology 
Is stable and that they «m 
manage it effectively. 

Co-op Bank is trialling 
Hewlett-Packard palmtops 
for customers of its Internet 
banking service. 

Surrey Police has been 
testing Sharp palmtops for 
access to its Intranet, says 
Sharp's product marketing 
manager, Janies Johnston. 
This could allow police on 
the move to check criminal 
records and car ownership. 

Retailers are testing rugge- 
dised palmtops as scanning 
devices for use both in their 
stores and in their ware- 
houses. 

There is also a large poten- 
tial market in the healthcare 
sector. The French health 
service is testing IBM Work- 
pads, based on 3Com tech- 
nology. for hospital doctors 
and nurses to access patient 
records from smart cards. 



Just launched: the new and more powerful Psion 3mx pa lm top aims to bufld on the award-warning 
Series 3 range which has 1.5 users worldwide 


Big success of the yean SCom's PeknPaot series has dispensed 
with the conventional keyboard • 
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PALMTOP SALES ; 


In most cases, palmtop 
devices will complement 
notebooks ratber than 
replace them, argues Claes 
Bergstedt, international 
sales director for Psion. 
"Palmtops will go every- 
where with you, whereas 
notebooks will not because 
they are too big and heavy,” 
he says. 

But HP's handheld busi- 
ness manager Dorothy Col- 
ton points out that a phar- 
maceuticals company has 
recently given its executives 
palmtops to replace note- 
books so that they can 
access company data from 
different offices in their own 




b uildin gs. However, a mass 
switch from notebooks to 
palmtops seems unlikely. 
The pattern of usage is very 
different Notebooks are typ- 
ically accessed only once or 
twice a day, but for long 
periods; palmtops are 
accessed 15 to 20 times a 
day, but usually only for a 
minute or two. 

But palmtops may still cre- 
ate a huge new market. 
There are very many mobile 
workers - air stewardesses, 
financial services sales- 
people, social workers, to 
name a few - who at present 
do not use notebooks and 
whose employers will not 


buy them because of the 
high cost For this reason, 
the vendors say their chief 
objective must be to per- 
suade people to switch from 
paper notebooks, not from 
notebook computers. 

The limiting factor in the 
market is not the price or 
the usability of devices, but 
the range of applications 
available, say the analysts. 
Vendors have recognised 
this fact after their products 
were slow to take off when 
first introduced a couple of 
years ago. Since then, they 
have been working on deliv- 
ering access to corporate 
applications. 


Leading database compa- 
nies such as Oracle and 
Sybase have been tailoring 
their software so that palm- 
top users will be able to gain 
access to corporate data 
from their machines. Busi- 
ness applications vendors 
are starting to do the same. 

3Com expects to deliver 
applications such as Lotus 
Notes. Oracle Financials and 
SAP R/3 to its palmtops in 
the next few months. 

Palmtop users will not be 
given the same ability to 
interact with the systems as 
a desktop user, but they will 
be able to extract the data 
they need while on the 


move. This could be just 
what is needed to persuade 
big companies to invest. 


□ The new Psion Series 3mr, 
pictured aboiv. will sell in the 
UK at £270 and offers faster 
access to personal informa- 
tion. It has a backlit screen 
and 2MBs of memory capable 
of storing 500 pagi’s of A4 text 
or thousands of addresses. 
appointments and 'do do' 
lists. The 3mx can also be 
linked with PC and Apple 
Macintosh machines. Extra 
software titles range from 
route planners to expense 
trackers, plus translation and 
games facilities. 




Enthusiastic reception 


for choice 


The look and feel of palmtops - known in the industry as 
‘the form factor’ - are key issues for would-be purchasers 
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G emot Radi has cause 
to smile. The Munich- 
based European man- 
ager for Compaq's C-Series 
palmtop has seen 10,000 
C-Series machines sold in 
the four weeks since its 
European debut in May. 

Mr Radi admits that this 
enthusiastic reception for 
the product owes more to 
activities of a rival company 
than the need for palmtops 
compatible with the Win- 
dows CE operating system. 
“Psion raised the profile of 
this market," he says. 

The British maker of the 
Psion organiser has created 
a mature market for the 
palmtop computer, particu- 
larly in the UK, Germany 
and France. 

"People in the US are into 
extremely small gadgets or 
very large laptops," says Mr 
Radi making the corporate 
market in Europe a top tar- 
get for his division of Com- 
paq. 

Mr Radi has been busy 
analysing the sales figure of 
10,000 units in one month. 
He concludes that this is a 
very different marketplace 
from Compaq's traditional 
hunting ground of PC sales 
to large organisations. 

“The insurance industry is 
emerging as a key market, 
and what they want are spe- 
cific solutions, often for 
small tasks,” he adds. 

Size and total cost of own- 
ership come next on the cor- 
porate tick-list, Mr Radi 
observes. “With a laptop at 
$2,000, but a palmtop costing 
$1,000, you can equip two 
people for the price of one." 

The corporate buyer 
receives more than a 

cheaper machine, however - 
be gets something so small it 
doesn't act as a barrier 
between his sales force and 
the customer. “In some situ- 
ations. such as sailing finan- 
cial products, the open cover 
of a laptop computer is per- 
ceived as a harrier between 
the sales representative and 
his customer. But the palm- 
top looks more like a pocket 
calculator." 


Both Sharp and Ericsson, 
the mobile phone giant, have 
discovered a ready market 
for PDAs with, linked devices 
such as cameras and phones 
in the insurance loss adjust- 
ment market, (see case study, 
right). But feedback from 
[corporate palmtop users has 
provoked suppliers into 
rethinking the physical 
design of 'their products. 
Compaq is toying with a 



Gemot Radfc Th« Insurance 
sector Is an important marker 

variety of experimental 
shapes for computing 
devices aimed at vertical 
markets. The physical “look 
and feel” of the palmtop is 
now known as a “form feo- 
tor” in IT industry jargon. 

Korea’s $74 bn LG Group - 
its interests range from ship- 
building to sporting goods - 
has entered the palmtop 
market with the £450 
Fhenom. Unlike more expen- 
sive palmtops, the Fhenom 
has a monochrome sfcreen, 
vastly extending battery life. 
Matthew Evans, UK assis- 
tant product manager with 
LG's $l3bn electrical goods 
and electronics arm, says IT 
managers are being 
attracted to the Pbenora by 
this basic feature. 

"Some managers want to 
replace laptops with a mono 
palmtop because of longer 


battery life and lowo; unit 
cost," he says. 

LG claims up to 15 hours' 
use with one battery. An 
internal project, code-named 
Express, is now looking at 
the possibility of allying the 
low cost and weight of a 
palmtop with a near full- 
sixed keyboard, enlarging 
one aspect of the palmtop 
while keeping key selling 
features. 

LG's experience confirms 
that the user is now driving 
the "form factor” debate. 
Eider Computers, a £500,000 
British company, specialises 
in medical software. It sells 
a cancer management Sys- 
tran, Oncology Patient Man- 
agement and Audit System, 
known as Opmas, at prices 
ranging from £25.000 to 
£ 100 , 000 . 

This sophisticated soft- 
ware resides on powerful 
servers at hospitals and in 
pharmaceutical companies. 
But its latest manifestation 
is on cheap palmtop comput- 
ers issued to nurses in the 
UK and Holland. Eider has 
written a series of question- 
naires for home-bound 
patients, and the visiting 
nurse goes through the list 
of questions using a Palm 
Pilot, an ultra-compact palm- 
top that relies on handwrit- 
ing recognition and sells for 
£100 to £300. The Palm Pilot 
comes from US Robotics, 
now owned by 3Com. 

Jeremy Cummin, manag- 
ing .director at Eider, says 
“the form factor" of the Pilot 
- which works under a 
highly popular operating 
system from US Robotics, 
called Palm, and offering an 
alternative to Windows CE - 
is a key issue: “There is a 
need to collect patient data 
at home, to find out if the 
patient is comfortable. The 
Palm Pilot is held by the 
nurse, who e-mails the data 
to a host computer at the 
hospital There's no question 
that a very small machine is 
less intimidating than a lap- 
top, especially in medicine 
where patients are already 
worried by their condition." 


Nurses find laptops 
unwieldy, says Mr Cummin, 
and they like the fact that , 
at £100 per unit, it is not a 
big problem if the unit is lost 
or damaged. 

“The Palm. Pilot has very 
good handwriting recogni- 
tion. the pen input device is 
very useful fra: the relation- 
ship between nurse and 
patient,” he adds. 

A clicking keyboard is one 
“form factor” that can unset- 
tle nervous and uncomfort- 
able patients. Eider has been 
developing applications for 
the Palm Pilot with King's 
College Hospital in London, 
and released a system for 
Dutch hospitals she months 
ago. “This is the only way 
we can handle the input of 
quality of life data direct 
into Opmas. We’ve never 
been able to do that before.” 
be adds. 

At Compaq, Mr Radi 
believes his products may 
well capture 20 per cent of 
the European market for 
new palmtops in the next six 
months. But he admits that 
the actual size of that mar- 
ket is open to interpret a tion, 
with different analyst groups 
placing the number of units 
that wifi be sold over the 
next year in Europe at 
between 100,000 and 160,000. 

With products ranging 
from a monochrome screen 
C Series at £425 ($701) up to 
a full specification colour 
machine at £580 ($957), he 
thinks Compaq can address 
the price sensitive nature of 
this new family of comput- 
ers. 

“Most corporate people 
want the essence of a com- 
puter in their hands, but 
they are willing to compro- 
mise on aspects of the PC, 
such as power or screen 
size." 

Ultimately, choosing a suc- 
cessful “ f orm factor” conies 
down to suppliers gambling 
on the right compromise for 
a vertical sector. Elder’s 
experience proves that the 
same rules apply to nurses 
as to financial services sales 
teams. This variety of link- 
ages will give birth to more 
appli cati ons — and different 
sub-species of palmtop. 


INSURANCE CLAIMS • By Michael Dempsey 


Key role in disaster zones 


Highly portable 
palmtops help 
provide rapid 
links with loss 
adjusters 

I nsurance companies do 
not always enjoy a loving 
relationship with their 
clients. Many people making 
a claim for loss or damages 
from their insurer expect a 
long wait before the cheque 
arrives. 

However, Nefl Courtney, 
UK sales and marketing 
director at Imhanh RAG, 
thinks this is a false image. 
His £4.5m operation is part 
of a £i40m German-owned 
European company that he 
describes as a “disaster 
management company." 

This involves fire and flood 
registration work on behalf 
of a client base of some 3.000 
loss adjusters in the UK 
According to Mr Courtney, 
insurers do not want their 
clients to sit around waiting 
for restitution. “They have a 
quite genuine interest in 
retaining their customers - 
if a problem occurs and the 
insurer doesn’t respond 
promptly, the customer will 
take his business 
elsewhere." 

Technology enters into 
this equation as a means of 
accelerating the process of 
paying up. Imbach RAG has 
been searching for ways to 
speed up its own 
organisation - and palmtop 
computers from Sharp have 
emerged as a powerful and 
practical answer. Mr 
Courtney’s field staff now 
carry Sharp HC-4000 
palmtops with a digital 
camera attached. 

“Where there has been a 
domestic fire and goods have 
melted or been damaged by 
smoke, the palmtops are of 
real value to us. We can 
collect information very 
quickly and provide an 
accurate quote for the loss 
adjuster.” 

Imbach RAG staff have 
written up a routine within 
the Excel spreadsheet that 
sits on Sharp palmtop. 
This allows them to enter a 


particular type of loss, such 
as the number of dining 
room chairs damaged, and 
compute the cost or 
restoration based on their 
extensive experience. 

When the palmtop is 
plugged into a GSM mobile 
phone, the loss adjuster can . 
receive data in less than an 
hour and then issue 
instructions. Imbach RAG 
staff can also assign 
specialist repair work while 
they are still on the site, 
flailing in local companies. 

The digital camera clips to 
the right side of the palmtop, 
and allows the investigator 
to record an accurate picture 
of *ha damage to the site and 
incorporate it into his 
report. This provides a 
formal record of the extent 
of the damage in the event of 
any dispute between the 
insurer and the customer. 

“The digital camera sends 
a little file across to the 
palmtop, mo unting the 
photo arid inserting it in the 
Excel file. The whole report 
is then e-mailed to the loss 
adjusters," says Mr 
Courtney. 

The palmtop and d igit a l 


camera combination comes 
to around £1.000. Mr 
Courtney adds that the issue 
of laptop computers was not 
a viable option for the kind 
of situation his staff face. In 
the aftermath of a fire, his 
Investigators must work In a 
potentially dangerous 
environment - they cannot 
balance a portable computer 
while picking their way over 
broken floorboards. “But the 
palmtop and digital camera 
can slip in a coat pocket 
Carrying around a laptop 
computer in this type of 
work Is asking too much of 
people." 

I mbach RAG has 60 staff 
in the UK of which 
around 30 spend time out 
of the office viriting sites 
where fire or flood have 
struck. He thinks the arrival 
of the palmtop incorporating 
the fami liar Excel 
spreadsheet has improved 
the service he provides. "We 
look like a better and more 
professional supplier to our 
loss adjuster clients," he 
believes. With between 2,000 
and 3,000 disasters to visit 
every year, his palmtop 


workforce are kept busy. 
This system may be 
exported to Imbach RAG’s 
700 staff operating across the 
rest of Europe. “We have an 
enormous amount of 
business in France: the 
colour palmtop using 
Windows could be a good 
route for investigators 
there." 

The potential of PDAs in 
this marketplace has been 
spotted by BT. Its mobile 
solutions division is selling a 
package consisting of an 
Ericsson mobile, linked to a 
monochrome screen palmtop 
sourced from HP via an 
infra-red docking port 

David Moore, head of BTs 
mobility solutions division, 
says his staff are working 
with Ericsson to put more 
applications on to MC16 
series. BT is marketing the 
phone^palratop combination 
with support at a typical 
price of £25 per week per 
unit “We|re not just selling 
the box and mobile phone 
airtime,” says Mr Moore. 
“Ericsson and BT are 
working on software that’s 
highly relevant to particular 
working environments." 



This Sharp HC-4O0 hand-held computer has useful applications in the insurance sector. The computer 
can be attached to a cEgKal camera to record an accurate picture of damaged areas 
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SANDERSON 

Tel: 01709 787 787 
Fax: 01709 787 788 
E-Mail: SeanH@Sandeison-cbtco.uk 


rTService* 

&S ofa** 


Sanderson is the UK's premier supplier of IT services and software with 
17 offices in the United Kingdom, Ireland and operations in Australia, 
USA, New Zealand and East Asia. Sanderson has developed and owns 
an extensive portfolio of software packages for a wide range of 
industries and applications including: 

Manufacturing Local Government . Logistics and Distribution 

Procesalnij Industry Schools & Colleges Hotels 


Direct Marketing & Mail Order Heat Management 

Finance and Distribution Airports 

Printing Industry Financial Management 

Media Industry Healthcare 

Credit Management & CoDec&ons Multimedia & C8T Training 


Solicitors 

BiDing and Customer Services 
Insurance 
Police & Security 
Document Image P iocesain g 


Geographical Coverage: International 


O SANDERSON 


for a stronger, 
brighter business 
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quoting reference: FT/TWS. 
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The Quadrangle B ara ™ 
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London W1V4AE | I 1 I 

W: +44 (0)171 7341012 1 ^ 1 9 

Campaign: +44 (0) 148 389 0202 

Please visit http-J/www. 

globalresourang.com 

We are committed to offering 
IT Professionals a service based on urgency, 
efficiency and attention to detail. 

Call Bahman Farzad, Group Manager, 
direct on +44 (0) 1 71 478 1383. 


Interne! I L-’ ' " 
f Itcmmic C ommerce 

Uee<^ .S. Cnnnect‘nir\ 
C'oilMllt;uu-\ 

MMad 


Anglesey International Limited 
Suite 22Q. 2 Lmnloumc Ron. London WIN SHL - UK. 
Tet (44) 0171 W 7721 fint: (44) 8171 493 4935 
E-Mail: Saksg AH^est> - Intern * rioMLcom 
- Web: wurwLAn^escT-inieraatioiiaLcon 


Fraser HDEams Mivatida Sertkes Ltd 
hda BaSdtass. WMer Street. Lherpod L2 ORB 
1tb 9151 236 2666 Fzu 1151 2341857 
EMifl: dw ftMjp atjah ewBui 

YEAR 2000 PROBLEM??? 
The Solution is OSCAR 2000 

=> Maximum aurumaiion of die convention 
process 

=f Autotnaied Testing ensuring 100% system 
leptkacioa 

Operates on all COBOL based applications in 
most environments 

=• Total turnkey service at a fixed price per 
program 

- IS0900I and TfeUT standard for Quality 
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Communications Software 

K ommuMlo i U Limited offer expert advice and 
client s upp ort be ibe field of unified 
mess agin g. Tbty ere premi er suppliers of 
leading edge software eolations that enable 
effective busines s co mmunicati ons from tie 
desktop. Tie company supplies and supports 
MgbtEAX. the lAfffax solution and CalOpress. 
a unified messaging solution that links the 
telephone system to the computer network. 

For information on the products, services, 
training and consnitanty that Komutunicute 
can proride call the Marketing Department on 

01962 835023 

wuntt.kornmuntcate.co.uk 


Touchscreen EPOS 

We are the leading supplier of touchscreen 
EPoS systems across the world. 

Wb supply the hospitality, leisure and retail 
sectors and specialise in quick service 
systems for cafes, restaurants and High 
Street speciality stores. 

For peace of mind, both now and beyond 
2000, contact— 

Stopreo Manrtau, Managing Dkudor 
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Dateproof2000 from ICL is a complete portfolio of business and 
technical sennees designed to help ensure that your business achieves. a± " : ; 
smooth transition into the next millennium. v 

Our track record is truly impressh’e - the management and £>•'• - 

implementation of large scale IT related projects has long been an ICL 
specialty. For the launch of the National Lottery, we produced mid .V.V.v: 
installed 37,000 terminals: we provide Post Office counter systems, ' ■ 
ticketing for London Underground , in store systems for Marks & 

Spencer. We work with banks, high street retailers, local autho 
the Ministry of Defence. We currently have Year 2000 progr, 
undertvay within over 50 major companies. , 

ICL is on of Estropes, leading IT systems and sendees companies 
operating ht over 70 cotmtries. 

Call now on 0990 122000 and ask for DateprooflOOO Info 
or Explore our website at httpmnvw.id.com . 
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: SMARTPHONES' • By Jpia Shillihgford : V;'- 

Desirable devices for 
mobile executives 


In the longer term, smartphones- may 
include three-dimensional 
holographic images of the caller 
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M obile phones are 
becoming more 
like computers. 
Information can be sent to 
their tiny liquid crystal dis- 
plays on all manner of topics 
- from horse racing results 
to property prices. But if you 
want to surf tbe Internet, 
then their 'screens are stDl 
too small - for the time 
being, at leas '. 

A new generation of 
smartphonas is on the way 
with larger screens and the 
features of a personal organ- 
iser. Smartphones such as 
the Nokia 9000 already exist 
with organiser and big 
screen built in. But it is 
likely that the new genera- 
tion will weigh less and he 
even more versatile. 

What is really chan g in g in 
this area is the onset of stan- 
dards. Leading mobile phone 
companies, Ericsson and 
Nokia, as well as a number 
of other companies have 
formed a joint-venture. Sym- 
bian, to develop personal 
organiser company Psion's 
operating system for use 
with mobiles. 

Once standard operating 
software is in use, more 
applications will be devel- 
oped for smartphones, mak- 
ing them more desirable. 
Ericsson and Nokia are also 


working with US company 
Unwired Planet on an inter- 
net-browser standard for 
. mobiles ugip g Unwired Plan- 
et’s, wireless application pro- 
tocol (Wap) standard. 

This will enable next-gen- 
eration phones to browse the 
Internet easily. Then mobile 
executives will be able to use 
a single device to log on to 
their company's intranet (an 
in-house “Internet") or book 
airline tickets or hotels. 

Alcatel and Mitsubishi 
have already built prototype 
large-screen phones and 
Nokia has bought Nortel’s 
new smartphone. In the US, 
trials are being carried out 
of smartphones with Wap 
browsers. These browsers 
can be used to look at any 
Internet site. 

However, software tools 
are becoming available 
which improve the way an 
Internet web site is dis- 
played when looked at by 
smartphone users, according 
to Claude Aulagnon, head of 
telecoms product manage- 
ment at the computer ser- 
vices company, S ana. 

-One obstacle to Internet 
access over mobiles, though, 
is the low speed of data 
transmission over cellular 
networks. “It can take up to 
30 seconds to connect to the 


Internet using a mobile con- 
nected to a personal organ- 
iser or laptop,” says Alex 
Nourouzi, a consultant at 
the UK research group. 
Ovum. 

Once connected, the maxi- 
mum speed is 9,600 kilobits a 
second. This is fine for elec- 
tronic mall, but agonisingly 
slow for surfing the Internet. 
The introduction of packet 
switching protocols over dig- 
ital mobile networks should 
improve the situation. 

Mr Aulagnon at Serna 
says; “Some network opera- 
tors win be beta testing 
packet switching [where 
data is sent as packets] by 
the end of 1999 and will 
introduce services about a 
year later. Speeds of 115-200 
kilobits a second will then 
be available." 

Ken Blakeslee, vice presi- 
dent of business develop- 
ment at Nortel Wireless Net- 
works expects it to be 
possible to triple these 
speeds when the Edge, a 
software improvement 
comes along in about 2000. 
“With third-generation 
mobile it should be possible 
to obtain speeds of 384 kilo- 
bits a second in around 2002, 
a bit earlier in Japan," be 
says. “And instantaneous 
connection to the Internet or 
‘wireless webtone* is quite 
close." 

Even with today's mobile 
phones, info rmati on services 
can help to differentiate one 
network operator from 
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Industrial 

portables 

□ Pictured above is the 
Died hand-held computer, 
developed by United Parcel 
Service (UPS) to capture 
delivery information elec- 
tronically by drivers at tbe 
point of arrival. Diad stands 
for “delivery information 
acquisition device.” 

□ Pictured, left, is the 
new Husky MP250Q, a rug- 
ged computer with many 
outdoor industrial applica- 
tions, suitable even for 
extreme weather conditions. 
This computer, costing 
under £1.000 (S 1,660) 
evolved from a two-year 
research prefect. The shell, 
made of advanced impact- 
modified plastic, replaces 
earlier versions in magne- 
sium alloy, thus reducing 
tbe computer’s cost. . 
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Details of 
the next 
three 
issues of 
the F IT 
Review 


, TT Monthly Review trf btf or ma ti og Technology 

The networked world 

□ October key themes for the next issue of the review on 
Wednesday, October 7 wiH include the networked world, 
together with a special focus on calls centres, plus a new 
directions section on image creation and manipulation. 

□ November: Facing up the euro - implications for IT systems 
and suppliers will be the main theme for the November 7 issue, 
together with special reports on the IT skills shortage and a 
focus on the role erf !Ttn government. 

D December Countdown to the year 2000 and the race 
towards computer com pi lance is the main theme for our 
December 3 issue. Other sections win look at FT In smarter 
offices and the home; plus a section on developments in the 
educational software Industry. 

□ For more Information: mr editorial fax-u-back service is 
available on 0990 209 903. Callers outside the UK should efial 
444 990209903 - full details are given on the panel on page 
20. For advertising details, ptease refer to our detarted 
Information panel on page three of this review or write to: 

Financial Times 

Number One, Southwark Bridge, 

London SE1 9HL 
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another In a crowded mar- 
ket. In Hong Kong, informa- 
tion services such as updates 
on average property prices 
in different areas are not a 
big revenue generator in 
themselves, but tbe facility 
helps network operator 
SmartTOne to gain subscrib- 
ers. 

Today, these services are 
transmitted using the Global 
System for Mobile's (GSMj 
short message service, which 
works similarly .to text-pag- 
ing. But these services could 
easily be adapted for access 
via the Internet. 

Mr Nourouzi at Ovum says 
that “with higher data 
speeds, location-based infor- 
mation services that use 
Global Positioning Systems 
to pinpoint the user to 
within 100 metres, could 
become popular. Users 
could, for example, look up 
information on local restau- 
rants.” 

Yet he believes mobile 
data must become easier. 
“Between 30 and 35 per cent 
of companies that Ovum sur- 
veyed globally have people 
experimenting with it for 
services such as electronic 
mail, fax and file transfer," 
he adds. “But most people 
are finding mobile data com- 
plex or unreliable when used 
from a laptop and mobile." 

Higher data transmission 
speeds will also make it pos- 
sible to introduce videocon- 
ferencing over mobiles. Han« 
Snook, head of the UK cellu- 



Thta system - held by Tara Sammal&hti tram FMaiurs Nokia 
communications company - includes a combination of mobile 
phone and personal computer that comes complete with 
Internet-access software. The phone opens up to reveal a smart 
keyboard and computer screen, slowing users "on the road" to 
keep up with e-mart, send faxes and download information from 
the Internet ap 


lar network. Orange, plans 
to introduce videoconferenc- 
ing by mid to late 1999. 

In the longer term, he sees 
holographic images of the 
caller being beamed up via 
mobiles, so you can see a 
three dimensional head-to- 


toe image of the person to 
whom you are talking. 

The only problem is that 
at present, it would only be 
possible to reproduce the cal- 
ler in miniature. “Further 
developments will be needed 
to beam a full-size holo- 


graphic ’person" into your 
living room," says Mr Snook 

Dilip Mistry, Windows CE 
product manager at Micro- 
soft UK, sees a use for CE (a 
stripped down version of 
Windows) on smartphones 
or personal organisers in 
cars. "You could carry 

handheld device and trans- 
mit the information from it 
into your autoPC via an 
infrared wireless link." he 
says. 

“The car would know 
where you were going 
because it could check the 
updated diary in the autoPC 
It sounds futuristic but Clar- 
ion will be selling this prod 
uct in the US by the end of 
the year." 

Smartphones seem set to 
catch on. But there is still 
some debate in the computer 
and telecoms industry over 
what device mobile execu- 
tives really want. Is it a lap- 
top? Zs it an organiser? Or is 
it a phone? 

Mr Mistry says it doesn't 
really matter what you coll 
tbe device: “We have a num 
ber of products in develop- 
ment with partners includ 
ing a smartphone, the 
autoPC and larger personal 
organisers. In Japan, there's 
even a microwave connected 
to tbe Internet that dials up 
to get spot-on timing far red 
pes. 

"Or you can get a little 
organiser and plug in a voice 
card. What do you call the 
organiser then? Because it’s 
now a phone as well.” 

The truth is that the per- 
fect device is still some years 
away and, in the short term 
smartphones may be just 
what the executive wants. 
The only problem is that - 
as slow sales of existing 
smartphones have shown - 
the perfect smartphone is 
not here yet. 


FINANCIAL SERVICES: RESEARCH UPDATE 


THE KNOWiLfb^ LAB * By Paul Taylor 


NCR breaks new ground 


Researchers 
examine the 
direction of 
banking and 
electronic 
commerce 
technologies 

A mong the challenges 
Lars Nyberg, NCR's 
chief executive, has 
set for the DS-based 
technology group, one - 
turning NCR into a 
“thought leader” in the 
financial services industry - 
has moved step closer to 
reality over the past two 
years. 

NCR's London-based 
Financial Services 
Knowledge Lab was set up 
in September 1996 and 
charged with developing tbe 
technologies that will 
change the way consumers 
bank and shop in the future. 

Tbe Knowledge Lab's 
15-strong full-time research 
group, which comprises 
scientists, designers and 
artists led by Stephen 
Emmott, director, works 
closely with partners from 
leading hanhc and 
universities from around 
tbe world on a wide-ranging 
research programme. 

Main aim 

“When we set up the Lab in 
1996. we had a simple 
purpose: to better 
understand and shape tbe 
future of the financial 
services industry," says Mr 
Emmott who has a PhD in 
computational neuroscience 
from Stirling University. He 
worked for British Telecom 
Labs and AT&T’s Bell 
Laboratories in New Jersey 
before joining NCR. 

'Since then, we have 
begun an exciting 
programme of research 
which is unique in the 
industry in both its scope 
and Its approach. The Lab 
has attracted an incredible 
diversity of talents, from 
scientists to artists. And, in 
partnering closely with 
many of the world's leading 
hunks and universities, we 
believe we are truly 
fulfilling our promise to 


adoption - including bow 
young and old people will 
want to bank. 

□ Computation and 
modelling - including 
ground-breaking research 
on the use of technologies 
such as Bayesian Inference 
and Genetic Algorithms in 
banking. 

□ Product and service 
delivery - one of the key 
areas of focus for The 
Knowledge Lab is the 
evolution of new and 
innovative ways to deliver 
products and services to 
consumers through the 
development of so-called 
“relationship technologies", 
divided broadly into three 
areas - personal, public and 
home. 

Among the most exciting 
innovations which have 
already emerged from the 
Knowledge Lab are the 
“Virtual Idol" - a web-based 
soap opera in which an 
on-screen character called 
Rei introduces and sells the 
goods and services she uses 
as part of her lifestyle. (Rei 
is an 19-year-old Japanese 
student living in London 
who likes shopping, music 
and roller-blading). 

The project is exploring 
the technological challenges 
in creating interactive 
characters on the Internet 
that have intelligence, and 
can act as software 
agent-based (but 
human-like) financial 
advisers and 

recommendation engines. 

A second team is working 
on “relationship tokens” - 
chip-enabled plastic tubes 
tha t allow businesses and 
consumers to connect 
across the phone network to 
transfer funds or messages 
from wherever they are. 

The tokens come in either 
pairs or groups of any size. 
When one (or more) is 
given, the other is retained 
by the giver. Each token in. 
say, a pair is then connected 
to Its twin token and able to 
communicate with the other 


token, and its owner, 
anywhere In the world. 

A token user calls the 
recipient of tbe other token 
in the pair by simply 
touching the token or by, 
for example, clicking on the 
railing nn ipc in a database. 
The other token then 
flashes to indicate that it is 
being called. The caller-user 
Identifies the call with the 
calling-user because only 
twin tokens can call each 
other. 

The tokens encapsulate 
two key elements of 
electronic commerce - the 
ability to purchase and 



Stephen Emmo tt works closely 
with banking partners 

transact electronically using 
electronic money and the 
ability to communicate and 
build one to one 
relationships via an 
electronic channel. 

Electronic money today 
usually takes the form of a 
smart card, but Mr Emmott 
believes e-money will 
eventually move to 
contactless technology - 
and so the need for e-money 
to be in a standardised 
card-based form will become 
redundant 

Money could then be held 
in any form of token 


capable of storing value and 
transactions on a chip, such 
as a ring, a watch, a cufflink 
or other personal “tokens". 
Once the infrastructure is 
in place, these tokens could 
then be simply waved over 
any point-of-sale device, 
automated teller machine or 
telephone in order to buy 
goods or re-charge with 
e-money. 

The Knowledge Lab 
research team is also 
working on a revolutionary 
new way for banks to 
predict the behaviour 
patterns of their customers 
using mathematics, 
developed by the Rev 
Thomas Baynes. 

“Tbe pace of change in 
banking has never been 
foster than it is today. If 
anything, it's going to speed 
up over the next decade," 
says Mr Emmott “irs 
partly about technology 
with the Internet the 
television, the mobile phone 
and other appliances 
opening up as new ways for 
people to bank. 

“But there's much more 
to it than that Convergence 
and the growth of electronic 
commerce means that 
banks can become retailers 
- and vice versa - which 
means the old rules of how 
people did business will no 
longer exist 

The Knowledge Lab is 
trying to find out what 
strategies will succeed, 
which technologies will 
become possible - “and, of 
course, what consumers will 
think of it all," says Mr 
Emmott 

“No-one else is doing 
what we're doing,” he says. 
“The Knowledge Lab is in a 
unique position to define 
tbe direction of banking and 
electronic commerce 
technologies that will be 
accepted and adopted as an 
integral part of oar 
everyday lives." 

For further details: the 
Lab ’5 web site is at http: f I 
ncr.knowledgeIab.com 




revolutionise the 
relationships banks have 
with their customers." 

The team is working on 
more than 20 projects which 
range from revolutionary 
new ways for banks to 
predict the behaviour 
patterns of their customers 
to studies of how consumers 
themselves will, react to the 
new technologies that are 
emerging. The Lab’s current 
research programme, 
projects foil into three main 
areas. These are: 

□ Convergence, 

commerce and interaction - 
issues such as electronic ' 
commerce and the role of 
intelligent agents, 

□ Consumers and 



A section of the NCR’s London-based Knowledge Lab 


EPIC ’98 

Paving the 
way for 
better 

government 

A UK conference later this 
month will examine new 
ways of delivering better 
government services, using 
information technology, 
establishing the govern- 
ment's secure intranet and 
meeting the 25 per cent elec- 
tronic service delivery tar- 
get. 

Organisers of the three- 
day event in Birmingham 
hope that government 
departments In the UK. 
given the task of delivering 
on the policies set out in the 
forthcoming “Better Govern- 
ment” White Paper, will gain 
fresh insights on how to 
meet the technological chal- 
lenges at EPIC 1998 - the 
European Public Sector 
Information Systems Confer- 
ence and Exhibition. 

Organised by tbe UK's 
Central Computer and Tele- 
coramunciations agency 
(CCTA) and Interactive 
information Services, the 
event will take place at the 
International Convention 
Centre, Birmingham from 
September 30 to October 2. 

“Information systems OS) 
in support of better govern- 
ment” is tbe theme of the 
EPIC 1996 Conference, which 
aims to help government 
departments implement the 
proposed technological 
changes and develop effec- 
tive working practices for 
electronic service deliver) 1 . 

Expert views 

Presentations will be deliv- 
ered from an expert panel of 
speakers including keynote 
addresses Dr Jack Cunning- 
ham, the Chancellor of the 
Duchy of Lancaster: Sir 
Richard Wilson, cabinet sec- 
retary and head of the Civil 
Service: and David Cooke, 
director. Central TT Unit A 
vision of how public services 
might be delivered in tile 
Future will be revealed in a 
session entitled “2020 Fore- 
sight,” hosted by the CCTA. 

The programme will also 
include case studies on simi- 
lar' challenges faced by 
larger organisations both 
From the public and the pri- 
vate sector, and from over- 
seas. International sessions 
will include a case study 
from the US Treasury 
Department on ways to ease 
the skills shortage. 

Bob Assirati, CCTA's chief 
executive, who will be deliv- 
ering the opening address, 
comments: “It is clear that 
the soon-to-be-published 
White Paper will permeate 
all layers of government. 
The EPIC 1998 conference 
wiH provide the first and tbe 
most comprehensive analy- 
sis on how the effective use 
of technology can deliver the 
expected policies.” 

The EPIC conference pro- 
gramme was put together 
following targeted research 
among senior civil servants. 
This survey identified sev- 
eral key issues such as Best 
Value in practice, improving 
staff retention and the intri- 
cacies of the government's 
secure intranet, that form 
the core programme for tbe 
three days. 

For farther details about 
the event, including delegate 
fees and accommodation, 
contact Interactive Informa- 
tion Services, telephone 01S1 
541 5040; e-mail: sof- 

t worlds softworld.com; or 
visit the web site: http:// 
www.softworld.com/EPIC 


IT in government will be a 
key theme of tbe November 
4 issue of tbe FT-IT Review. 
For more information, see 
announcement, left 


Airline rolls-out 
Lotus Notes to 
10,000 users 

As part of its global IT 
strategy, British Always has 
delivered Lotus Notes to rts 
10,000th user throughout the 
world. 

The electronic mail system 
forms the backbone of the 
airline’s internal communi- 
cations and is used in con- 
junction with Lotus Domino 
to deliver the company’s 
intranet as well as provide 
full e-mail facilities to all 
users. 

Lotus Notes is also used 
for making room-bookings 
and travel arrangements for 
travellers by 2,800 staff 
working at BA’s new Water- 
side business centre. This 
UK complex has been built 
as tbe airline's focal busi- 
ness centre. 

BA plans to have 24,000 
users on the system within 
the next 12 months, says 
Gordon Jack, general man- 
ager of information manage- 
ment at the airline. 
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SOFTWARE SUPPLIER VIEWPOINT • Lotus Development Corporation. 


Rivals show new spirit 


of co-operation 


Having contributed to the complexity 
of personal productivity software, 
Lotus is anticipating a return to a 
simpler approach, says Rod Newing 


O ffice productivity 
suites are the most 
mature and propri- 
etary sector of the software 
market. Microsoft Office Is 
the market leader with 72 
per cent unit share, against 
Lotus SmartSuite with 22 
per cent. But as their func- 
tionality has grown, they 
have become so large and 
complex that both software 
suites require 130 megabytes 
of storage space. 

“This is far more than any- 
body needs or wants.” says 
Jeff Papows, president and 
chief executive of Lotus 
Development Corporation. 
“Both suites are too big and 
too bloated and there is a 
cost associated with all of 
this Insanity," he says. 

"A four-column two-colour 
document with 13 pieces of 
dip ait is counter-unproduc- 
tive. yet that is what we 
have built for people. There 
are tens of millions of 'per- 
son hours’ wasted every 
year.” 


Change is 
overdue 


The average user probably 
uses no more than 20 per 
cent of the functionality 
most of the time, he adds. 

“It is a 15-year-old $5bn 
market and we have so 
much inherent complexity 
that maybe it is time for 
change," suggests Mr 
Papows. 

"You can't cling to the old 
models forever, however 
profitable, without someone 
innovating in a way that rec- 


reates that market - and 
this one is overdue” 

He believes that the IT 
industry tends to start off 
with a very elegant solution 
to a simple problem and 
then develops it to the point 
it Is so complex that it is 
anything but streamlined. 

When the solution is no 
longer practical, the indus- 
try retreats to simplicity and 
starts again, which hap- 
pened when client/server 
computing moved to Web 
computing. It is cyclical and 
is about to happen in the 
software suite market. 

The most immediate 
change is the adoption of 
hypertext markup language 
(HTML), the standard for for- 
matting documents on the 
World Wide Web. as an alter- 
native default file structure. 

This facility would allow 
users to store all their docu- 
ments in a standard format, 
instead of the proprietary 
formats currently used, 
which frequently change 
with each successive version 
of the application. Lotus has 
incorporated this change In 
its latest version of Smart- 
Suite and Microsoft will be 
using it in the next release 
of Office. 

Mr Papows sees this 
change as a result of a new 
spirit of co-operation with its 
old rival. Microsoft. “I have 
been working very hard for 
the last two years to do 
things very differently to my 
predecessors," he says. 

"Lotus and Microsoft 
needed a much more prag- 
matic and reasonable work- 
ing relationship, because we 


could no longer afford to jam 
our customers In the middle 
of our respective ‘food 
fights', which both sides 
have done pretty well for a 
number of years! It is part of 
the industry growing up - or 
maybe the management is 
growing up a little bit?" 

He has been working with 
BUI Gates, chief executive 
officer of Microsoft, on vari- 
ous practical aspects "that 
really benefit users, such as 
co-authoring a standard for 
calendaring and schedu- 
ling". 

The adoption of HTML is 


The man at the 
top of Lotus 
Development 
Corporation 


Jeff Papows became president 

of the company in October, 
1996. having been chief 
operating officer of the 
company since October, 1995. 
He Joined lotus in 1993 from 
Cognos, where he was 
president and chief executive 
for more than three years. 
Previously, Mr Papows held 
senior management positions 
with CuOlnet Software, Software 
International and Para 
Research. 

About Lotus: the company was 
founded in 1982, and is a 
subskfiaiy of IBM. Lotus 
products allow computer users 
to access and communicate 
information both within and 
beyond organisational 
boundaries. 

Its products are sold in more 
than 80 countries, along with 
consulting, support and 
educational services through 
the Lotus Services Group. 


the next large-scale example 
of this kind of pragmatism 
and wm help people to share 
information. 

The average size of an 
electronic wiaii message has 
gone up eight times in the 
last two years, because of 
the plethora of attachments, 
including word processor 
documents, spreadsheets 
and slide presentations. 

"The problem is, you don't 
just need the same vendor's 
application to read the 
attachments, but the same 
version,” he admits. 

“Going to HTML format 
solves a lot of that problem, 
although it won't be perfect 
in the first iteration. It will 
get better with each succes- 
sive version and it is a huge 
step in the right direction.” 

Both Microsoft and Lotus 
have already given users the 
option to save or publish 
individual documents in 
HTML, although most people 
store documents in the pro- 
prietary formats. By making 
HTML an automatic choice, 
what is already possible will 
become ubiquitous. 

The adoption of tbe HTML 
electronic document format 
win have far-reaching impli- 
cations for a suite of soft- 
ware designed to produce 
paper documents. Tbe indus- 
try has long talked of the 
solution being to produce 
smaller software compo- 
nents, although early 
attempts have so far been 
unsuccessful. 

In anticipation, Lotus has 
developed "e-Suite”, a new 
alternative that provides 
only the 20 per cent of func- 
tionality that is used 80 per 
cent of the time, eliminating 
a lot of the complexity. 

It also uses a client/server 
architecture to make it more 
network-efficient. It is wrft- 



Jeff Papows recognises that Lotus and and'lts old rival, Microsoft ‘needed a much more pragmatic 
and reasonable working rdattonshfp' iHustmthn by Walter Hayn 


ten in Java, the standard 
programming language of 
the Internet, which means 
tbat it provides building 
blocks for larger applications 
at the same time as office 
productivity. 

Although it is now only 
available for network com- 
puters. a PC version will be 
available by the end of 1998. 
The big problem for Lotus 
and Microsoft is that e-Suite 
sells for $29, compared with 
$300 for the current suites. 
In addition, it is much 
cheaper to maintain - 


."It is early days and it 
remains to be seen if it will 
pay-off.” says Mr Papows. 
"However, it is instinctively 
the right thing to do from an 
architectural standpoint 
"We have to have enough 
conviction to innovate and 
change the dynamics of the 
market whatever the short 
term implications are. 

“If we don't, the user com- 
munity will rightly look for 
other solutions.” 

Mr Papows points out that 
Microsoft has not announced 
a similar solution: "Eighty 


per cent of its 35 per cent 
margin on sales was from its 
Office suite, so it is pushed 
too far into a comer." 

The suite market has 
become so convoluted “that 
there has to he a change.” he 
concludes. 

"It remains to be seen how 
It will all work out. but it 
won’t happen overnight and 
it won't change dramatic- 
ally. However, at the end of 
the day. suites are still too 
big and too complex, so they 
must become more produc- 
tive and more useful.” 


RESEARCH AND DEVELOPMENT 




) The importance of innovation management 


Continued Sr om Page One: 


manufacturer, as an example 
of a company that has used 
R&D to develop and main- 
tain its core competency. 

The group spent £L86bn in 
1997 on R&D - a 39 per cent 
increase on the year before 
and three times more than 
in 1992. In 1977, Its core radio 
communications business, 


which supplies cellular 
systems and handsets, had 
sales of SKrllObn. Since 
1992. sales have grown by 
550 per cent, supported by an 
SKr77bn Investment pro- 
gramme which ensured that 
Ericsson became recognised 
as a world class supplier of 
cellular equipment. 

The value that Ericsson 
has created for shareholders 


is dearly demonstrated by 
the fact that the company’s 
equity is now worth 
SKr420bn, compared with 
SKrl2bn in 1992 - a 35-fold 
increase in six years." notes 
Galley. 

A similar case could be 
made for Intel, the world's 
largest chipmaker, which 
will spend about $2Bbn on 
research and development 



FT Review of Information Technology 
Fax-U-Back service 


For details of forthcoming issues of the FT Review of Information Technology. UK callers 
may use the FT-fT Fax-U-Back Service. Details include editorial synopses of future issues 
and writers for various themes. The next issue o( the review will tie published on 
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Technical note: Make sure your lax Is in polling mode, tf you have a handset on your fax 
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the number can be dialled direct from the tax keyboard, followed by 'staTt'. It callers 
have technical problems regarding this service, telephone 0171 873 4378. 

Callers from outsidB die UK should dial: +44 171 873 4378. 


this year, in addition to 
around $4bn of capital 
expenditure. “We always try 
to increase R&D spend," 
says Craig Barrett, Intel's 
chief executive. 

Meanwhile. Cisco, the 
leading US networking 
equipment company which 
has been riding the Internet 
and e-commerce wave, dou- 
bled its R&D spend to $12bn. 
last year. Three years ear- 
lier. the group, which has 
developed a rapacious appe- 
titp for technology- based 
acquisitions, spent just 
*89m- 

Indeed, there is a growing 
recognition among investors 
of the link between R&D 
investment and long-term 
growth. And this in turn has 
been reflected in the share 
price performance of those 
companies that have mas- 
tered the art of extracting 
value from R&D spending. 

As the pace of global com- 
petition quickens, it will be 
crucial to face tbe challenges 
of the future using innova- 


tion to build sustainable 
business success, says John 
Battle, Britain's science min- 
ister, in the introduction to 
the R&D Scoreboard. 

“A key factor is invest- 
ment in research and devel- 
opment. literally building for 
the future. Increasingly, 
technology delivers new 
products and services. No 
company can expect profits 
and growth tomorrow with- 
out serious investment 
today.” 

But he adds: "The amount 
of R&D investment can only 
be a partial indicator. What 
really matters is the effec- 
tiveness of that investment 
which depends on integrat- 
ing R&D with business, mar- 
keting and customer strat- 
egy. and on the quality of 
innovation management. " 


Research update: NCR’s 
“Knowledge Lab” breaks 
new ground in banking and 
electronic commerce tech- 
nologies: see Paul Taylor’s 
report on page 19 


To obtain track copies o! the review, call 0171 873 3324. 
Callers from outside the UK should dial +44 171 873 3324 


E-mail: FT.ITSSFT.Com The FT web site provides online news, comment and 
analysis at http://www.FT.com 


Search for innovative IT teams 


Nominations are now being sought by the British Computer Society 
for the annual Information Systems Management Award This award 
recognises achievement, improvement and innovation in 
IS managment and its impact on business performance. 

To enter, see page Warm review (or M details 



Bill Gates, chairman of Microsoft, the world's largest software 
group, meets Professor Stephen Hawking on a wait to Cambridge 
University, last October. Microsoft is giving £50m for a computer 
research centre to be based in Cambridge. Mr Gates Is also giving 
a personal gift of £12m to the university. 


Entries for the 1998- . 
Financial Times "Business 
Web Site of the Year" coni : 
petition are more than 50 per- 
cent up on last year. - 

More than 120 enterprises 
from around the world have 
put their sites forward as 
having met key business 
objectives and judging wflT- 
now take place this month.' 

The competition, which is 
sponsored by UUNET Ul£i. j.- 
the leading provider of Inter- 
net services to British bust 
ness and a WorldCom couf 
pany, was launched last 
year. 

"It immediately attracted a 
rewardingly high standard 
of entries, but first imprest 
sions this year show this has 
been amply exceeded in 
quality as well as number, " 
says Richard Woods of 
UUNET UK. 

The Financial Times and 
UUNET established the com- 
petition to focus on the com- 
mercial benefits of web sites, 
rather than their pure 
graphic or design qualities. 


... us | :•;« 

.r ^ * asrrejSS- ■ .Jrjgj 






■ . i- 


Benefits 


What will once again 
impress the judges when 
they review the sites will be 
how the technology is bong 
used to provided true bene- 
fits to the enterprise,” adds 
Mr Woods. 

Tt is encouraging to see 
that most of the organisa- 
tions who entered are recog- 
nising the benefits and 
potential of the web, and 
truly investing in the plan- 
ning, implementation, and 
maintenance of their sites,” 
he says. Sample entries 
range from Internationa] 
groups to smaller companies 
- all aiming to use the web 
to help expand their busi- 
ness and reach potential cus- 
tomers. 

There are also recruiting 
companies and office suppli- 
ers for whom ebusiness or r 
e-commerce is about the. J 
commercial value in the 
widest sense, rather than the 
simple process of exchange yb .v 
ing goods for fiscal credit 
Entries closed at tbe end of 
July and the judges will 
assemble later this month. 

Entrants will be judged on 
their ability to demonstrate 
business transformation, 
innovations and measurable 
benefits using web technol- 
ogy. 

The London awards cere- 
mony will take place at the 
end of November. Winners 
will be chosen from each of 
the' categories to find an 
overall winner of the “FT 
Business Web Site of 1998" 
award. 

□ For informatiOD about 
last year's competition, visit 
the web site at: http:// 
www. uk.uu.net/events 
/ftl998/winners/ 

□ Alternatively, contact 
Richard Woods. UK public 
relations manager, UUNET 
UK in Cambridge. 

□ E-mail: Ricbard-Woods 
@uk.uunet. 

□ Tel: +44(0)1223 250100. 
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www.energis.co.uk 


[voice+data for The Mirror Group] 


You may see it as 42 pages of newsprint Others see It as a digital 
file to be sent to print overnight, ready for the nation's breakfast 
tables. So when the Mirror Group looked for a telecoms supplier, 
It demanded the last word in service and reliability. 

It needed a twin ATM network for absolute resilience and extra 
bandwidth when needed A network that transmits completed 
pages to print by night, but operates as a corporate network by day. 
And it wanted It all at a competitive price. 


Which is why the Mirror Group turned co Energis. 

If reliability and broadband capacity are important to your 


business, you may want to know more about our 
advanced national network. For the whole story 
on how we helped the Mirror Group, visit our 
.website or, for a printed version, call us on 


+Hi£h-c ; ua!ity, cost-effective telecoms 
■i-Naiippal & international coverage 
■^Energis' own resilient SDH network _ v _ 
+Voice to ATM - a full service portfolio.... 


>800 316 0613 . 
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